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36 | PRACTICE MANAGEMENT 
CASE STUDY 
Economics of Scale 
by Carl J. Lacher 
Clients sometimes get a huge business 
opportunity only to find that fulfilling it 
means big problems. Lacher MacDonald & 
Co., in Seminole, Fla., which has helped 
such clients secure capital, resources and 
management skills to meet suddenly esca- 
lated demands, shares tips from its man- 
agement consulting side. 

For public practice CPAs. 
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opportunities and increase your and other organizations 
revenues. This article provides meet their Sarbanes-Oxley 
guidance, including opportunities section 404 obligations in a 
for industry members, too. reasonable and cost-effective 
- For CPAs who advise businesses. way? Amid the continuing 
debate, the Committee of 
Sponsoring Organizations of 
the Treadway Commission 
seeks to guide both by prin- 
ciple and practical example. 
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52 | TECHNOLOGY WORKSHOP 
The Power of Arrays 

by Paul Goldwater and Timothy Fogarty 
CPAs often ignore Excel's array formulas 
for fear they are too complicated. But 
they’re not as forbidding as they seem. 
This article demonstrates how arrays can 
perform a diverse set of multiple spread- 
sheet functions in a single step. 

> For all CPAs. 


58 | TAX/PERSONAL FINANCIAL 
PLANNING 

Choose the Right Health Care 
Account 

by Bart H. Siegel 

You and your clients can take advantage 
of several strategies to cover out-of-pock- 
et health care costs with pretax dollars. 
Whether the right choice is a flexible 
spending arrangement, health reimburse- 
ment arrangement, health savings 
account or another method depends on 
the individual’s circumstances and goals. 
Here’s how to match the plan with the 
man (or woman). 
> For all CPAs. ip 
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This article helps guide CPAs on how to 
choose among types of corporations and 
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ADP Taxware Headquarters 
Wakefield, MA 


Taxware is widely regarded as being one of the 
industry's premier providers of automated transaction 
tax systems. That’s why we have attracted as 
customers some of the most recognizable names 
in retail, manufacturing, energy, transportation, and 
other vertical markets. It's a track record that we 
have worked very hard to build — but we’re far from 
finished with our work. In fact, you've probably read 
about our recent acquisition by ADP, Inc. and the 
re-launching of our business as ADP Taxware. 


With nearly $9 billion in revenues and more than 
570,000 clients worldwide, ADP is one of the largest 
providers of a broad range of mission-critical, 
cost-effective transaction processing and 
information-based business solutions. One of the 
most respected names in the financial industry, 
ADP is a member of the Fortune 500 and one of an 
elite group of companies that holds the coveted 
AAA credit rating. With their backing, ADP Taxware 
is poised to raise the bar to new heights. 


Ar Taxware’ 





You can expect the new ADP Taxware to add even 
greater depth and breadth to our tax content...to 
bring innovation to the marketplace at a more rapid 
pace...to make it faster and easier for companies to 
connect leading ERP and financial systems to 
Taxware Enterprise, TaxSolver, and the Sales and 
Use Tax Solution...and to expand our international 
footprint so that we can better support global 
customers with tax obligations not only in the U.S. 
and Canada, but also in the European Union, the 
Asia/Pacific region, and South America. 


Whether you’re doing business regionally, nationally, 
or globally, ADP Taxware wants to earn your business 
and become your provider of choice. Ready to find 
out more? Visit us on the web at taxware.com. 
Attend one of our regional seminars. Or sign up for 
one of our web-based seminars. 


We're ADP Taxware and we look forward to doing 
business with you. 


ADP Taxware « 877-TAXWARE « ' 


Copyright ® 2007 Automatic Data Processing, Inc. All rights reserved. 








HIGHLIGHTS 


@ With FASB affirming its implementation date for FIN 
48, several organizations, including the AICPA and FASB itself, 
are producing educational materials or additional guidance to 
help issuers comply with its new requirements for recognizing 
and measuring tax assets and liabilities. FASB Interpretation no. 
48, Accounting for Uncertainty in Income Taxes, is effective for tax 
years beginning after Dec. 15, 2006. 

On Jan. 17, FASB denied requests by the Tax Executives Insti- 
tute and others to delay implementation of FIN 48 by a year but 
directed FASB staff to better define FIN 48's provisions relating to 
“ultimate settlement” of tax positions. The additional guidance 
will address whether the ability of taxing authorities to reopen an 
audit affects entities’ ability to change their recognition and 
measurement of uncertain tax positions. 

CPA2Biz.com has produced a self-study CPE course on CD- 
ROM titled Implementing FIN 48: Issues for Accountants, Auditors 
and Tax Practitioners that can be ordered at www.cpa2biz.com/ 
CS2000/Products/CPA2BIZ/Webcast/Implementing+FIN+48 
+Issues+CDROM.htm. Also, members of the AICPAs Tax, 
Accounting Standards and Audit and Attest teams have produced 
a FIN 48 practice guide available at http://tax.aicpa.org/Resources/ 
Professional+Standards+and+Ethics/Practice+Guide+on+ 
Accounting+for+Uncertain+Tax+Positions+Under+FIN+48.htm. 


i The AICPA and NASBA drafted proposed revisions 
to the Uniform Accountancy Act designed to improve the 
model state legislation’s provisions for mobility of CPA practice 
across state lines and corresponding issues of enforcement. The 
proposed changes would delete the substantial equivalency 
requirement that CPAs provide notice of intent to practice in a 
state other than in their principal place of business. Instead, the 
CPA and CPA firm would consent to the automatic jurisdiction 
of the state where practice privileges are being sought. An expo- 
sure draft is available at www.aicpa.org. Comments are invited 
through May 15, by e-mail to sbango@aicpa.org and 
lhaberman@nasba.org. 


@ Fostering confidence in the audit process and aiding 
investors and the capital markets is the mission of the 
new Center for Audit Quality (CAQ), a restructuring and 
expansion of the AICPAs former Center for Public Company 
Audit Firms (CPCAF). The Center for Audit Quality, an 
autonomous, nonpartisan, nonprofit organization affiliated 
with the AICPA, will continue to pursue its objective of serv- 
ing as the voice of the profession on matters relating to public 
company audits. The center recognizes that “reliable financial 


information is the bedrock of investor confidence in capital 
markets,” according to its Web site. ; 

CAQ Executive Director Cynthia Fornelli said the center’s 
“single-minded focus” on public company audits will increase 
public confidence in and enhance the quality of auditing 
practices through improved research, communication and 
education. ] 

The CAQ’s 12-member board will include the CEO from 
the AICPA, chief executives of the six largest CPA firms and 
two rotating firms, and leaders from the investor and issuer 
communities. Firms registered with the PCAOB are eligible 
for membership. Associate membership is available for U.S. 
CPA firms not registered with the PCAOB. 

Firms that were members of CPCAF automatically become 
members or associate members (depending on their PCAOB 
registration status) of the Center for Audit Quality as a 
CPCAF successor and will continue to receive the benefits of 
membership. While the CPCAF Web site will be for members 
only, the Center for Audit Quality Web site, www.thecaq.org, 
is for public, non-CPA audiences. 


@ The PCAOB will continue to hold forums on auditing 
in the small business environment throughout 2007. 
These forums are designed to help share important informa- 
tion on the PCAOB inspections process and the effect of new 
auditing standards. Feedback assists the PCAOB in under- 
standing the unique needs and challenges of the small busi- 
ness community. Although the program will be similar to last 
year’s forums, the PCAOB plans to significantly change it to 
address emerging issues. In three cities, directors and financial 
executives of small public companies are invited to participate 
in a separate event to be held the following day. Upcoming 
forums will be held in: 

¢ Houston—April 23 

¢ Fort Lauderdale, Fla—June 1 

e San Francisco—June 27, 28* 

¢ Atlanta—Sept. 10, 11* 

¢ New York City—Oct. 22, 23* 

* Chicago—Nov. 9 

¢ Washington—December date pending 

* Includes second-day event for directors and financial execu- 
tives of smaller public companies. 

Admission is free; however, preregistration is required. For 
more information, visit www.pcaobus.org/About_the_PCAOB/ 
Small_Business/Forum. For registration questions call 202-207- 
9061 or e-mail info@pcaobus.org. 
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WITH NFP 
MEANS FOR CPAs. 





al 


When CPAs form Professional Partnerships with NFP advisors, they gain 
immediate access to the latest and most innovative wealth management strategies, 
estate and tax planning and corporate and executive benefits solutions. 

The NFP network includes some of the nation's leading planning experts 
for high net worth individuals and corporate clients. Through Professional 
Partnerships, you benefit from the network's collective expertise...and 
so do your clients. 

If you're a CPA interested in working with experienced professionals within 
the NFP network, you should talk to us. 

We could be one of the most valuable partners you've ever had. 

Call Peter Chung at 1 800 880 0080, extension 6332. Or e-mail 


Pchung@nfp.com. 


® NFP 
ne 
NATIONAL FINANCIAL PARTNERS NYSE 


Securities offered through NFP Securities Inc. 
NASD/ SIPC/ Registered Investment Advisor. 
www.nfp.com 


SURVEY SAVVY 
For Love or Money? 


[: turns out money buys a little bit of happiness, but love 
conquers all. 

In a Gallup survey of 1,010 adults, those who were 
married, at any income level, were as likely, if not more 
likely, to report being happy and satisfied than even the 
wealthiest single adults. 

While 72% of respondents with incomes of $75,000 or 
more reported being very satisfied with their personal lives, 
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FINANCIAI 


Red Tide 
he next big wave of bankruptcies 
is on the horizon, say attorneys, 


financial advisers, investment 
bankers and other restructuring 


professionals. 


According to a survey by Dow 


2 or 
oa 
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AS QUOTED 
6¢ The five most dangerous 
words in business may be 
‘Everybody else is doing it.’?? 
—Warren Buffett, on stock 
options backdating 





only 36% of those with annual incomes of $30,000 or less 
did. And about 64% of married people said they were sat- 
isfied with their personal lives, compared with 43% of sin- 
gles. 

In terms of happiness, 56% of married adults in the 
lowest income bracket reported being very happy, com- 
pared with 50% of unmarried adults in the highest bracket. 

Those respondents who had both love and money were 
happiest of all: 67% of married adults in the highest 
income group said they were very happy. 


Source: The Gallup Poll, www.galluppoll.com. 


I 
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S ings would hit by the end of 2007. 

The majority of the restructuring 
g experts said the industries most 
likely to be affected are real estate/ 
construction, retail, airlines, manufac- 
turing and transportation. 


The most likely trigger: interest 
rates. Falling home prices, higher 
commodity prices, global competi- 
tion and a bear stock market also 
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Jones & Co's Daily Bankruptcy 

Review and the American Bankrupt- 
cy Institute, 82% predicted the next 
major group of corporate restructur- 


were expected to contribute. 


Source: American Bankruptcy Institute, 
www.abiworld.org. 


‘= GOLDEN BUSINESS IDEA 


Mark of a Good Manager 


Call it the trickle-down effect of satisfaction: Happy 
employees make for happy customers. 

Ed Rehkopf, author of Leadership on the Line-A 
Guide for Front Line Supervisors, Business Owners and 
Emerging Leaders, says an effective manager can 
motivate workers by creating an environment in which 


m Employees are continually recognized. 


m@ An open flow of ideas, opinions and information 
prevails. 


@ Initiative and risk are highly regarded. 


@ It’s more impor- 
tant to find a 
solution to a 
problem than it 
is to 
assign 
blame. 

m Every 
worker 
feels 
energized 
and valuable. 


m Prestige is derived 
from performance and 
contribution, not title or 
position. 


sm, flexibility, — 
ae oo 
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BUSINESS TRENDS 
Ill Raise You One 


he average financial professional's salary is more 

than 30% higher than the national average, 
according to the 2006 AFP Compensation Survey, 
and is growing at a quicker pace, too. Of the 27 
finance-related job positions included in the survey, 25 
received salary increases greater than the national 
average of 3.3%. Base salaries for management level 
positions increased the most (5.3%). Who's benefiting 
from the largest bonuses? Financial professionals at 
the executive level, whose average bonuses were 
valued at $46,500, or 34% of base salary. 


BUSINESS TRENDS 


Most Audit Committees 
Still Lack Accountants 


he number of accountants on audit committees more 
than doubled from 2002 to 2005, according to 
Huron Consulting Group’s 2006 Audit Committee Research 
Report (www.huronconsultinggroup.com), which 
sampled the biographies of committee members at 178 
: public companies 
from Nasdaq 100 
and Fortune 100 
listings. 
However, more 
than 60% of the 
companies still did 
not have an 
accountant on their 
audit committee. 
While all compa- 
nies reported hav- 
ing a committee 
member with finan- 
cial expertise, only 
23% of those indi- 
viduals had 
accounting back- 
grounds. 
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TOP 10 
States with te fastest 
growth rates for majority 


women-owned firms* 


! Florida 


aN New York 
Virginia 
 @Z New Hampshire es 


New Jersey oe 
(] Rhode Island 
Nevada 


Source: Women- -Owned Businesses i in 2006: Tends i in the US. and 
50 States, Center for Women's Business Research, 

www.womensbusinessresearch, org. 
*Firms with at least 51% female ownership. 


DATA POINT 


$190,000 


The median fraud loss per 
scheme in 2004-2006 by 
organizations with fewer than — 
100 employees. The amount 
was greater than in even the 
largest organizations. 


Source: 2006 Report to the Nation on Occupational Fraud & 
Abuse, Association of Certified Fraud Examiners. 





CAREER FRONT 
Four Key 
Indicators Pointing 
to Promotion 


@ Are you READY? Are you a 
star? Have you developed a rep- 
utation in your field? Do you help 
others in your department? Are 
you so known for your skills that 
people look to you for help? Is 
the next move an obvious career 
step? If the move doesn’t make 
sense to you, it probably won't 
make sense to others either. 


@ Are you INCLUDED? Are you 
the type who simply helps out 
while the choice assignments go 
to someone else? Or do you get 
good assignments so you're 
seen as a person on the leading 
edge? Are you asked to represent your department on important projects 
and task forces? Do you volunteer for critical responsibilities, including tasks 
for which your boss is responsible? 


@ Are you ACCEPTABLE to others? Do you get along well with your 
peers? Do you get along well with your boss? Make sure your boss looks to 
you for input. Have you supported your boss and never undermined him or 
her? If not, you’re doomed. Have you become part of the power center? Are 
you known to your boss’s peers and others above you? If no one knows 
your talents or likes you, you won't be promoted. 


@ Are you in the RIGHT PLACE at the RIGHT TIME? If you are doing 
everything right, but your company is not doing well, you’re not going any- 


where. Is your boss going somewhere? If not, he or she may be a roadblock. 


Consider lateral moves into faster-growing companies. Think of ideas for 
changing your present job to move it in the direction you want to go. 


© 2006 The Five O'Clock Club. Reprinted by permission. 


SURVEY SAVVY | 
Top Five Influences on Business Ethics 


ore than 1 ,100 managers and human-resources experts polled by 
the Human Resource Institute ranked factors influencing business 
ethics today and 10 years hence: 


Rank in 10 Years 


Rank Today 


a1 Ko) 
Corporate scandals 4 
Marketplace competition 

Demands by investors 

Pressure from customers 

Globalization 


Source: American Management Association/Human Resource Institute, Business Ethics Survey 2005, wwwamanetorg. 








SIGN OF THE TIMES 


Workers Tune In 


Imost one-third (32%) of 

workers listened to music 
while working using an iPod, 
MP3 player or similar gadget, 
according to a Spherion Work- 
place Snapshot survey. The per- 
centage of workers who felt that 


listening to a personal music 
device improved their job satis- 
faction or productivity was 
highest among younger adults, 
with 90% of workers ages 18 to 
24 and 89% of those ages 30 to 
39 making this claim. In addi- 
tion, of adult workers who lis- 
tened to music while working, 
55 percent felt it improves both 
job satisfaction and productivity. 


BUSINESS TRENDS 
Missing the Train 


i typical 
U.S. ‘ 


company 
spent 
nearly 
50 times 
as much 
to recruit 
a profes- 
sional 
making 
$100,000 a 
year than it did to 
train that person. Across all com- 
pensation levels, U.S. companies 
spent $1,415 in recruiting costs for 
every $10,000 of new-employee 
pay. But the median training 
expense per full-time worker was 
only $288. Larger companies did 
worse: Enterprises employing more 
than 5,000 spent only $109. 





Source: Deloitte Research, /t’s 2008: Do You Know Where 
Your Talent Is? www.deloitte.com 
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BANKING 

M@ Federal bank regulators made an in- 
terim decision that FASB Statement no. 
158, Employers’ Accounting for Defined 
Benefit Pension and Other Postretirement 
Plans, will not affect banking organiza- 
tions’ regulatory capital. Pending further 
action by the Federal Reserve Board, 
FDIC, Office of the Comptroller of the 
Currency and Office of Thrift Supervi- 
sion, bank holding companies and sav- 
ings associations should exclude from 
regulatory capital any amounts recorded 
in accumulated other comprehensive in- 
come (AOCTI) resulting from the applica- 
tion of Statement no. 158. 

The standard requires organizations 
that sponsor defined benefit postretire- 
ment plans to recognize the overfunded 
or underfunded status of each such plan 
as an asset or liability on their balance 
sheet with corresponding adjustments in 
AOCI. For additional guidance, visit 
www.federalreserve.gov/boarddocs/ 
reportforms/supplemental/SI_FRY9_2 
00612.pdf. 


FINANCIAL REPORTING 
@ The SEC adopted an amendment to 
its executive and director compensation 
disclosure rules to more closely conform 
the reporting of stock and option awards 
to FASB Statement no. 123(R), Share- 
Based Payment. The changes apply to 
rules the commission adopted in July 
2006 to enhance executive compensation 
disclosure requirements for proxy state- 
ments, registration statements and annual 
reports filed by public companies. 

The commission’s amendment will 





align the reporting of equity awards in the 
Summary Compensation Table and the 
Director Compensation Table to the 
amounts that are disclosed in the finan- 
cial statements under Statement no. 
123(R), which requires recognition of the 
costs of equity awards over the period in 
which an employee is required to provide 
services in exchange for the award. The 
change is intended to give investors a bet- 
ter idea of the compensation earned by 
an executive or director during a partic- 
ular reporting period. 

The amendment, in the form of in- 
terim final rules, was published in the 


Federal Register on Dec. 29, 2006. The 
changes apply to proxy, information and 
registration statements filed on or after 
Dec. 15, 2006, that are required to in- 
clude Item 402 disclosure for fiscal years 
ending on or after Dec. 15, 2006, and for 
forms 10-K and 10-KSB for fiscal years 
ending on or after Dec. 15, 2006. The 
amendment is available at www.sec.gov/ 
rules/final/2006/33-8765.pdf. 

@ FASB issued for public comment pro- 
posed Statement 133 Implementation 
Issue No. H17, Foreign Currency Hedges: 
Hedging Functional-Currency-Equivalent 
Proceeds to Be Received From a Forecasted 


Cost of Finance Operations Drops 








The cost of finance operations in typical companies has dropped 
since the 2005 spike following Sarbanes-Oxley, but world-class 
companies have made even more progress. 


scan 





ee 
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Foreign-Currency-Denominated Debt Is- 
suance. 

The statement clarifies that the vari- 
ability in functional-currency-equivalent 
proceeds expected to be received from 
the forecasted issuance of debt, denom- 
inated in a currency other than the re- 
porting entity’s functional currency, 
cannot be designated as the hedged 
transaction in a cash flow hedge of for- 
eign currency risk because it does not af- 
fect reported earnings, as required by 
paragraph 29(c) of FASB Statement no. 
133, Accounting for Derivative Instruments 
and Hedging Activities. The guidance, if 
adopted, would apply for each reporting 
entity on the first day of its first fiscal 
quarter beginning after the board’s 
cleared guidance is posted on the FASB 
Web site. The guidance is available at 
www.fasb.org/derivatives/12-28-06.pdf. 
M@ An AICPA task force and staff pro- 
duced a working draft of a document de- 
signed to guide practitioners in accounting 
for equity-related financial instruments 
including convertible debt, convertible 
preferred shares and warrants. 

The document is designed to help pre- 
parers and auditors of financial state- 
ments determine whether those financial 
instruments should be classified as 
stockholders’ equity or as assets or lia- 
bilities, among other issues. A working 
draft of the document is available at 
www.aicpa.org/Professional +Resources/ 
Accounting+and+Auditing/Accounting 
+Standards/Working+Draft+of+ 
Convertible+Debt+Convertible+ 
Preferred+Shares+Warrants+and+ 
Other+Equi.htm. 

The AICPA staff also issued technical 
practice aids answering frequently asked 
questions on the following topics relating 
to investment companies: 

= Recognition of premium/discount on 
short positions in fixed-income securities. 

™ Presentation of reverse repurchase 
agreements. 

= Accounting treatment of offering costs 
incurred by investment partnerships. 

= Meaning of “continually offer interests.” 


The AICPA staff also issued these 
TPAs: 

= Income Tax Accounting for Contribu- 
tions to Certain Nonprofit Scholarship 
Funding Organizations, which specifies 
that a contribution to a scholarship fund 
eligible for a state corporate income tax 
credit should be reported on income 
statements as a contribution, not an in- 
come tax expense. 

m Accounting for Certain Liquidated 
Damages, which states that liquidated 
damages, or contractual payments for 
late or incomplete delivery of certain 
fixed assets, typically would be record- 
ed as a reduction of payments the buyer 
has made to the vendor. 

= Parent-Only Financial Statements and 
Relationship to GAAP notes a presumption 
under Accounting Research Bulletin 51 
in favor of consolidated financial state- 
ments of entities with majority-owned 
subsidiaries. 

These and other recently issued 
TPAs are available at www.aicpa.org/ 
Professional+Resources/Accounting 
+and+Auditing/Accounting+Standards/ 
recent_tpas.htm. 


GOVERNMENT ACCOUNTING 

M@ GASB issued an exposure draft of a 
proposed guidance statement titled 
Accounting and Financial Reporting for 
Intangible Assets to answer questions 
about whether and when certain intan- 
gibles should be considered capital assets 
in financial reports. Intangibles frequently 
encountered by governments include 
easements, water and timber rights, 
patents, trademarks and computer soft- 
ware, GASB noted. 

Specifically, the proposed statement 
would require that certain intangible 
assets be classified as capital assets and 
addresses issues of identifying, recogniz- 
ing and amortizing them. Provisions of 
the proposed guidance generally would 
be applied retroactively and be reflected 
in financial statements for periods be- 
ginning after June 15, 2009. Comments 
on the draft, which is available at 


www.gasb.org/exp/ed_intangible_ 
assets.pdf, are requested by March 23. 


INTERNATIONAL 

@ The International Ethics Standards 
Board for Accountants (IESBA), an inde- 
pendent standard-setting body of the 
International Federation of Accountants 
(IFAC), issued an ED that contains sub- 
stantive revisions to the independence 
standards of the IFAC Code of Ethics for 
Professional Accountants. 

The changes: 

= Expand the applicability of partner 
rotation requirements with respect to list- 
ed entities and remove the provision that 
allows flexibility for small firms to apply 
alternative safeguards. 

= Strengthen requirements related to 
provision of non-assurance services, in- 
cluding setting out additional guidance 
on the provision of tax services to audit 
clients. 

= Extend the more restrictive listed en- 
tity independence requirements to the 
audits of a wider range of entities of sig- 
nificant public interest. 

The AICPA Professional Ethics Exec- 
utive Committee will be evaluating the 
proposal and providing comment. Com- 
ments are due by April 30. The ED is 
available at www.ifac.org/EDs. 


INVESTING 

@ In a move intended to enhance the 
participation of investors and other users 
of financial information in the standard- 
setting process, FASB established the In- 
vestors Technical Advisory Committee 
(ITAC). 

The committee comprises 12 mem- 
bers from the investment community 
with strong technical accounting and 
financial reporting knowledge. The 
panel will help FASB identify urgent ac- 
counting and financial reporting issues, 
propose new items for the board’s agen- 
da and provide perspectives on the stan- 
dard-setting process. 

FASB plans to meet with ITAC in public 
sessions at least twice each year. Meetings 
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with FASB staff are expected to occur 
quarterly. 

A complete list of ITAC members is 

available at www.fasb.org/news/nr 
010207.shtml. 
@ The SEC proposed rules designed to 
provide additional protection to in- 
vestors in certain pooled investment ve- 
hicles including hedge funds. One new 
rule, under the Investment Advisers Act 
of 1940 (15 U.S.C. 80b), would clarify 
the SEC's ability to bring enforcement ac- 
tions against investment advisers who 
defraud investors in a pooled investment 
vehicle. The SEC said the clarification 
was needed in light of a recent District 
of Columbia Court of Appeals decision 
(Goldstein v. SEC, 451 E3d 873), which 
overturned the 2004 “Hedge Fund Rule” 
on SEC registration requirements for 
funds. 

Two more new rules would revise re- 
quirements under the Securities Act of 
1933 (15 U.S.C. 77) for determining an 
individual’s eligibility to invest in 
pooled vehicles. The definition of ac- 


Happy to Stay Put 


As of September 2006, 
65% of American 


workers were 
confident in their 
current employers’ _ 
future and 79% were 
secure in continued 
employment with their 


present company. 





Source: The Spherion Employee Confide 


credited investor, as the term is applied by 
some privately offered investment pools, 
may not provide sufficient protection to 
investors, the SEC said. The proposed 
rules are available at www.sec.gov/rules/ 
proposed.shtml, which also has a link for 
submitting comments by March 9. 


MONEY LAUNDERING 

@ The Treasury Department needs to im- 
prove its enforcement of laws to detect 
and deter criminal financial activities, the 
GAO said in a report to Congress. Thir- 
ty-six years after passage of the Bank Se- 
crecy Act (BSA), Treasury's Financial 
Crimes Enforcement Network (FinCEN) 
and the IRS still face challenges in ful- 
filling the law’s mandates, the GAO said. 
The IRS has not identified and examined 
all nonbank financial institutions 
(NBFIs) such as check-cashing and 
money-transmitting businesses, as re- 
quired under BSA, the GAO said. And 
FinCEN was unable to complete a 
planned data system despite spending 
$14 million on the project—$6 million 





over its original budget, the GAO said. 
FinCEN also lacked a comprehensive 
plan for taking over BSA data manage- 
ment from the IRS, according to the re- 
port. 

FinCEN regulations defining NBFls 
are confusing, making it harder for the 
IRS to identify them, the GAO said. But 
the IRS has not developed a statistically 
valid, risk-based method of selecting 
NBFls for examination from among those 
it has identified, the GAO said. The re- 
port recommends the agencies develop a 
strategy to clarify rules, strengthen data 
management and better coordinate their 
activities. 

The BSA, also known as the Curren- 
cy and Foreign Transactions Reporting 
Act, was enacted to prevent banks and 
other financial service providers from 
being unwitting intermediaries in the 
concealment, transfer or deposit of 
money deriving from criminal activity. 
@ FinCEN and the SEC announced an 
agreement for the routine exchange of 
examination and enforcement informa- 
tion aimed at identifying, deterring and 
interdicting terrorist financing and 
money laundering. The agreement is in- 
tended to improve monitoring of SEC- 
regulated firms’ compliance with the 
BSA and identify institutions with BSA 
violations or deficiencies. 

The pact calls for the SEC to provide 

FinCEN quarterly with detailed infor- 
mation about anti-money-laundering 
examination and enforcement activities. 
The commission and FinCEN will meet 
regularly to continue efforts to improve 
anti-money-laundering and anti-terror- 
ist-financing compliance. 
M@ FinCEN and federal banking agencies 
revised the format for the Suspicious Ac- 
tivity Report by Depository Institutions 
(SAR-DI) to support a new joint filing 
initiative, which will reduce the number 
of duplicate SARs filed for a single sus- 
picious transaction. Filers may begin 
using the new format June 30, 2007; 
they will be required to file in the new 
format by Dec. 31, 2007. 
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Corporate Concerns 


Financial institutions can review and 
download the PC fill-in version from Fin- 
CEN’s Web site at www.fincen.gov under 
“What’s New.” 


TAX FILING 
‘M@ Many more corporations now must 
file their tax returns electronically, and 
the AICPA offers an online information- 
al aid to help CPAs meet their corporate 
clients’ e-filing requirements. Corpora- 
tions with total assets of $10 million or 
more that file at least 250 returns an- 
nually, such as W-2s or other employ- 
ment tax forms, are required to e-file 
their forms 1120 or 1120S for tax years 
ending on or after Dec. 31, 2006. In the 
previous filing season, the threshold was 
$50 million. The AICPA guide, in Mi- 
crosoft PowerPoint format, is available at 
http://tax.aicpa.org/Resources/ 
Corporations+and+Shareholders/AICP 
A+PowerPoint+on+IRS+Mandatory 
+Corporate+E-File+Program.htm. The 
IRS also offers corporate e-filing infor- 
mation and resources at www.irs.gov/ 








businesses/corporations/article/ 
0,,id=146959,00.html. 


DEALS & DEVELOPMENTS 
@ The Big Four firms announced 2006 
results ranging from 9.6% to 11.5% 
growth worldwide. Combined, Big 
Four revenues totaled $77.3 billion. 
Twenty-two midsize firms joined a 
new alliance called Baker Tilly USA (a 
new branch of network Baker Tilly In- 
ternational) in an effort to compete with 
larger firms for U.S. audit business. 
Meanwhile, China announced plans 
to develop its own international ac- 
counting firms. The policy statement by 
the Chinese Institute of Certified Public 
Accountants (CICPA), which was first re- 
ported by the Financial Times in October, 
says that in the next five to 10 years 
China should develop 10 accountancy 
firms capable of operating internation- 
ally. The firms would audit foreign op- 
erations of Chinese companies that are 
currently being audited by Big Four 


firms. “ 













| BUSINESS LICENSES 
ana Permits ©) \\|)})\): 
Covering every State, 
County, and City 
inthe U.S. 











Services Offered 


EER AUT 


‘every license application online, 
all associated documents and statutes 


+ Fill out and submit license applications online 


_ Research Services 





-+Wedetermine which licenses are ate 


~ location by location 


ae 


Cz Services 





° +Save time 
- Be compliant 






© 2007 Just Perfect Design Inc. All rights reserved. jp@justperfectdesign.com 


www.BusinessLicenseS.com 
Discount code: JOA 
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Make your membership 
work for you—and your family 





Your AICPA membership offers you access to high quality, affordable 





term life insurance. But did you know your membership extends the 


same opportunity for term life insurance on your spouse? 


Even more protection for your family 
The Spouse Life Insurance Plan, issued by The Prudential Insurance Company 

of America, offers term life insurance for spouses of AICPA members. Coverage is 
available at our affordable rates, and with most of the same optional benefits and 
features AICPA have on members their coverage. 


With Spouse Life, you'll have increased financial protection, should your spouse 
die. And because we believe this protection is so important, your spouse is eligible 
for coverage even if you don't participate in an AICPA insurance plan yourself. 


If your spouse enrolls in the Spouse Plan, you'll receive: 
¢ Up to $2 million of Spouse Life coverage 
e The same affordable rates offered under the CPA Life Plan 
¢ The opportunity for cash refunds paid by the Trust, which are paid out of premium 
refunds received from Prudential. Although not guaranteed, cash refunds have been 
paid every year since 1988 and can lower your costs even further. 
° Select Status rates for spouses 45-79 years old, which can lower your cost of 


coverage by 25%-50% sere 
Watch your mail for details or apply online ‘oe 
at www.cpali.com/spouse ce e 
“NTI AY 









American Institute of Certified Public Accountants Insurance Trust 


Spouse Life Insurance is issued by The Prudential Insurance Company of America, 751 Broad Street, Newark, NJ 07102. Contract Series 83500. You 
should refer to your Booklet-Certificate for more details, including limitations and exclusions. Ed. 2/07 ~~ AICPA 4005 
IFS-A114463 
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New Resources 


Publications... 

Independence Compliance: Checklists and Tools for Complying with 
AICPA and GAO Independence Requirements . 

This handy practice aid is a useful tool for anyone performing an audit 
engagement. A series of questions helps identify potential independence 
issues. Suggested follow up items are then presented that auditors may 
consider in addressing an independence issue. 


No. 006627 © $55.00 member/$68.75 nonmember 


CPE Self-Study... 

Employee Benefit Plans: 2006/2007 Audit and Accounting Risk 
Update and Alert 

Based on the AICPA’s popular publication Audit Risk Alert 2006/2007, this 
new CPE self-study course covers latest developments, as well as emerging 
practice issues, to help you better plan and perform your audits. 


Prerequisite: Experience with audits of employee benefit plans. 
Level: Update 

Recommended CPE Credit: 8 

Format and Price: Text, No. 733230 

$135.00 Member/$168.75 Nonmember 


Upcoming AICPA Conferences 
Please visit www.cpa2biz.com/conferences to plan your CPE for 2007! 


Balanced Scorecard — Executing Strategy 
04/09/2007 — 04/10/2007 © New York, NY 


AICPA Conference on Tax Strategies for the High Income Individual 
04/30/2007 — 05/01/2007 ¢ Las Vegas, NV 


National Conference on Employee Benefit Plans 
05/21/2007 — 05/23/2007 © New Orleans, LA 


For more information on conferences, visit www.cpa2biz.com/conferences 


Upcoming AICPA Webcasts 


Stay plugged in to what's happening and earn CPE credit right from your 
desktop. Hear the latest topics from the profession’s leading experts. 


CFO Quarterly Roundtable Series, 1st Quarter 
03/07/2007 © 1-3pm ¢ Recommended CPE Credit: 2 


SEC Quarterly Update Webcast Series, 1st Quarter 
03/13/2007 © 1-3pm ¢ Recommended CPE Credit: 2 


For more information on webcasts, visit www.cpa2biz.com/webcasts 


SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 





Get online updates every day at Wwww.cpa2biz.com 


” 


| 


—_ 
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What CPAs 
are Buying Now 


Accounting Trends & Techniques, 60th Edition 
No. 009898 
$119.00 member/$148.75 nonmember 


Applying COSO Guidance for Smaller Public 
Companies Reporting on Internal Control 
Over Financial Reporting 

Level: Intermediate 

Recommended CPE Credit: 12 

Format: 150 min. DVD/Manual 

No. 187210 

$185.00 member/$231.25 nonmember 


Accounting for Income Taxes—Applying SFAS | 
No. 109/FIN48: A Whole New Ballgame! 

Level: Intermediate 

Recommended CPE Credit: Text, 12; DVD, 14 

Format: Text No. 732792 

DVD/Manual No. 182791 

Text, $145.00 member/$181.25 nonmember 

DVD, $185.00 member/$231.25 nonmember 


Optimizing Company Cash: A Guide for 
Financial Professionals 

No. 029882 

$69.00 member/$86.25 nonmember 


The Adviser’s Guide to Circular 230 Rules 
No. 017256PDF 
$69.00 member/$86.25 nonmember 


Understanding SAS No. 112 and Evaluating 
Control Deficiencies—Audit Risk Alert 


No. 022526 
$29.00 member/$36.25 nonmember 


Order online at www.cpa2biz.com 
Or call toll-free (888) 777-7077 








AICPA 


AICPA} 


ELITE VALUES PARTNER 


The AICPA Elite Values Program 
enables you to get great savings 
every day on the things you buy 
every day. That’s why it’s one of 
the most invaluable benefits of 
your AICPA membership. Start 
taking advantage of these great 
offers today. 


Log onto www.cpa2biz.com/affinity 


Online Products | 


AICPA RESOURCE: 
A&A Literature 


Get access Alcea RESOURCE 


anyti me, ACCOUNTING & AUDITING LITERATURE 
anywhere — to the AICPA’s, FASB’s 

and GASB’s latest accounting 

and auditing guidance at 
www.cpa2biz.com/AlCPAresource 


AICPA CPExpress 
(formerly AICPA InfoBytes) 


The newly-revamped f <a 

Online CPE learning CPExpress 
library gives you 

unlimited access to hundreds of 

1-2 credit CPE courses. Visit 
www.cpa2biz.com/cpexpress 


AICPA e-MAP 


A collection of practice 
management guidance 
and tools, complete 
with customizable forms 
and spreadsheets. Visit 
www.cpa2biz.com/emap 





aay 


_©-MAP 


jccounting Practice Handbook 


Free Newsletters 


Register at www.cpa2biz.com 
to start receiving our weekly 
CPA Insider e-newsletter. 





Get online updates every day at www.cpa2biz.com 


Housing Market Slowdown 
Spells Savvy CIRA Audits 


New Audit Risk Alert Covers Industry Developments in Common Interest Realty 
Associationss 


by Lori West, CPA 


Adapted from “Common Interest Realty Associations Industry Developments 2006/2007 — Audit 
Risk Alert” (No.022467, www.cpazbiz.com or toll-free 1-888-777-7077) 


Today, 85 percent to 90 percent of all new for-sale housing is located in one of the 
three basic types of community associations. Somewhere between 40 percent and 60 
percent of common interest realty associations are contract managed by specialized 
community association management companies while the other 40 percent to 60 
percent are self-managed either solely by volunteers or with association-hired staff. 
Regardless of management structure, all associations are governed by a volunteer 
board of directors elected by the membership. 


When planning an audit the auditor of a CIRA should assess, among other things, 
the board members’ level of experience or whether there is a small group of 
homeowners who control the CIRA and have done so for years. These boards, for 
instance, supervise the collection of over $41 billion in annual assessments and 
maintain investment accounts of another $36 billion to $37 billion for the long-term 
maintenance and replacement of commonly held property. 


Housing prices showed annualized double-digit gains for the last three years. Due to 
these increases in real estate prices, most accountants have seen minimal bad debt 
write-offs as there has been “built in” equity in a unit, even just a few months after 
the purchase of a unit, due to the economy. 


Thus, if the association has been diligent in its collection measures and has filed liens 
and foreclosures, they have been able to collect the past due assessments, fees, and 
charges. But most housing markets in many areas of the country are now seeing 

a leveling off, or at the most a slight increase or slight decrease, in housing prices. 
Predictions are for this flattening off to continue through 2007. 


Added to this issue is the fact that there has been an increase in adjustable rate and 
nonconforming mortgages used by owners to purchase their homes. In the climate 
of increased interest rates, as those loan payments are adjusted to the current rates, 
some homeowners will find payment of the monthly mortgage payment difficult. 
Roughly $137.5 billion in residential mortgages will face payment resets in 2006 and 
another $524 billion will reset in the next four years (according to an analysis by the 
Union Bank of Switzerland, UBS AG). These loans are found in all income brackets. 


With the softening of the housing market in some areas, and the increased home 
mortgage payments, it is probable that write-off of assessments to bad debt. will 
increase in the future. It is the auditor’s job to determine whether management’s 
estimate of the allowance for bad debts is reasonable. 


As the residential real estate market continues to cool, auditors of CIRAs must be 
conscious of these and other financial impacts a cooldown may have on the CIRA’s 
financial situation. 
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Your firm’s reputation is 


always OF the line... 





The CPA Value Plan is endorsed by the AICPA. 


The CPA Value Plan is professional liability insurance coverage endorsed 
by the AICPA and specially designed for small CPA firms—companies 
with three or fewer professionals and less than $400,000 in revenue. Small 
CPA firms need comprehensive professional liability coverage more than 
ever before—because the chance of being sued is greater than ever. For a 
small firm, a suit could be a financial disaster. It makes sense to protect 
your firm’s future with comprehensive coverage. Coverage that’s designed 
for small firms like yours. Coverage you can trust. 


Get a quote for your firm online—even if you 
already have coverage. 


Just look at the difference technology has made in your own firm. Now, the 
CPA Value Plan is putting technology to work for you and your firm, to save 
you time and money. Whether you already have coverage or you're thinking 
about professional liability coverage for the first time, you can get a quote 
online in real time. If you need coverage right now, you can purchase online. 
You can even select the financing option that works best for your firm. 


New Lower 
Rates Filed 
Nationwide 


Additional 
Premium Credit 
Available to 
Members of 
Two AICPA 
Quality Centers 






...now affordable 


professional liability Coverage 


is available ONLINE too. 


www.cpai.com/advalue 


Comprehensive benefits, outstanding service. 


You can choose from four levels of coverage, ranging from $100,000 to 
$2,000,000 for qualified firms. You may also benefit from the Plan’s 
premium credits which include AICPA Governmental and Employee 
Benefit Plan Audit Quality Centers member credit, participation in Risk 
Management training, use of engagement letters, receipt of an unqualified 
peer review and remaining claim-free. Plus, you'll receive outstanding 
service from professionals who really understand the accounting profession. 


Join more than 24,000 CPA firms across America who already depend on 
the AICPA Professional Liability Insurance Program. 


For a FREE QUOTE with the option to 
buy online...go directly to the 
application at cpai.com/advalue or 
call 1-600-221-3023. 





Endorsed by: AIC p Brought to you by: AION Underwritten by: CNA 
AICPA Insurance Programs @ Celebrating 60 Years ° 1947-2007 


One or more of the CNA companies provide the products and/or services described. The information is intended to present a general overview for illustrative purposes only. It is not intended 
to constitute a binding contract. Please remember that only the relevant insurance policy can provide the actual terms, coverages, amounts, conditions and exclusions for an insured. All 
products and services may not be available in all states. CNA is a service mark registered with the United States Patent and Trademark Office. Copyright © 2007 CNA. All rights reserved. 
Aon Insurance Services is a division of Affinity Insurance Services, Inc.: in CA, MN & OK, (CA Insurance License# 0795465). Aon Insurance Services is a division of AIS Affinity Insurance 
Agency, Inc.; and in NH & NY is a division of AIS Affinity Insurance Agency. ©2007 


E-5427-307 JOA 


PHOTOGRAPH © GETTY IMAGES 





THE INTERNET 








Smart Stops on the Web 


SMALL BUSINESS SITES 


A SMALL BIZ POWERHOUSE 
www.powerhomebiz.com 

This Smart Stop offers plenty of resources to get 
your small business clients off to a good start. 
Check out the Financing a Business area for tips 
on controlling taxes and cash flow or read about 
the five basic rules of Internet marketing. See 
a glossary of business terms and free sample 
business plans. The site also has links to about 
40 blog directories, which can help clients 
reach a wider market for their Web content. 


ONE-STOP SHOP 
http://smallbusiness.yahoo.com 
You've used Yahoo for personal e-mailing, 
news headlines and stock prices; now you can 
visit Yahoo Small Business for information on 
opening a business and creating a professional 
Web site. Share 10 tips for new small busi- 
nesses with your clients and learn about fran- 
chising opportunities. Other useful tools in- 
clude package tracking, loan calculators and 
ZIP code lookup. There’s also a section on 
avoiding legal troubles with employees. 


BIG SMALL BIZ CONSIDERATIONS 
www.smartbiz.com 

Visitors to this e-stop can register for free ac- 
cess to all its content, including sections on 
making the most of your Web site and keep- 
ing visitors from leaving. Learn how start-ups 
and small businesses can use blogs to their ad- 
vantage. Download dozens of sample business 
forms and policies. Read discussions on 


whether you should buy or lease an automo- | 


bile and 10 red flags that indicate potential 
overbilling of legal fees. 


GET THE INSIDE INFO 
www.publicityinsider.com 

Visit the site of Bill Stoller, who has spent more 
than 20 years in public relations, to learn pub- 
licity secrets that can get your small business 
noticed. Learn how to write effective fact 
sheets, media alerts, press releases and pitch 
letters. Also get Internet publicity tips and ad- 
vice from seasoned editors and reporters on 
story ideas the media want to hear. 





WATCH AND LEARN 


www.sbtv.com 

Small Business Television is a TV network on 
the Web for entrepreneurs. Via video clips, a 
variety of experts show and tell you how to 
run your business, relay their success stories, 
offer tips on going global and provide infor- 
mation about conferences and associations. 
The site features clip categories for marketing, 
technology, money, law and more, as well as 
channels devoted to women and Hispanic 
business owners. 





GENERAL INTEREST SITES 


THE HIGH ROAD 

http://ethics.iit.edu 

Professionals interested in staying on the 
straight and narrow can find guidance at the 
Illinois Institute of Technology’s online Cen- 
ter for the Study of Ethics in the Professions. 
Research how to write a code of ethics for your 
firm, find links to user guides and read actu- 
al codes of ethics from various industries in- 
cluding communications, finance, law and 
management. Get case studies on business and 
finance ethics, as well as sample cases used in 
the 12th annual Intercollegiate Ethics Bowl. 


TUITION TUTORIALS 
www.salliemae.com 

Personal financial planners will want to book- 
mark this Smart Stop for clients with children 
looking to pay college tuition. Find tips on 
saving for school, understanding costs and 
assessing financial need, as well as links to ap- 
plications and checklists for loan programs. 
Find tools to estimate monthly payments and 
calculate savings. Also read Sallie Mae’s How to 
Pay for College: A Practical Guide for Families. 


WIT AND WISDOM 
www.taxtwist.com 

Enrolled agent Eva Rosenberg’s Web site of- 
fers visitors a break from the usual tax rules 
and regulations with humorous anecdotes— 
the credit card company that kept billing a 
deceased customer for annual service 
charges—and inspirational tales such as the 
one about 9/11 victims. Also get a tax calen- 


_dar with annual deadlines and a link to her 


other site, www.taxmama.com. 


FOR THE JET SET 
www.businesstravel.com 

Find out how to deal with flight delays and 
remove stains from your favorite suit, all on 
the same site. You can read articles aimed at 
frequent flyers or book flights, rental cars and 
hotel rooms. Click to find business-info links, 
travel resources such as currency converters, 
and a list of foreign tourism bureaus. 


HERE’S TO YOUR HEALTH 
www.mayoclinic.com/health/ 
working-life/WL99999 

The Working Life section of the Mayo Clin- 
ic’s Web site offers plenty of advice to cure 
what ails you at the office. For example, the 
tips for maintaining work-life balance can help 
if youre returning from maternity leave or 
have a sick child at home. You can also read 
articles that provide solutions to work-in- 
duced problems such as eye strain, stress and 
burnout. The On the Job link leads to a page 
of tools and topics that can help you make 
your career more rewarding or bridge the gen- 
eration gap among employees. 


—Vince Nolan and Amelia Rasmus 
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CHECKLIST 








School Your Clients to 
Stop Theft 


Maybe it’s only human nature, but all too often businesses 

stung by embezzlement first blame their outside CPA instead of 
assessing controls of their own that might have prevented the _ 

theft in the first place. These suggestions can help you teach small 


C) Conduct background checks on prospective — 
personnel. Thoroughly check references and scrutinize all 


dates and time gaps in resumes. Have employees bonded if 


they have access to cash or work in financial functions. 


_) Send bank and credit card statements straight to the 
top. The company’s owner, manager or a nonprofit audit 
committee member should be the first to review all bank 
account entries and canceled checks. Someone without 
authority to issue checks should reconcile bank statements 
and review them for forged or altered checks. Before pay- 
ing credit card bills, support each charge with an Eee 
receipt. 


L) Review documentation for all check requests. 
Compare original vendor invoices, purchase orders and 





to midsize businesses and nonprofit clients how to be more vigilant. : 


1] Check out first-time vendors. Someone independent 


of buying and payment processing should review all 
entries for new suppliers. That person should call to verify 
the supplier's name, address and federal tax identification 
number. 


_) Restrict authorization and access to finances. Ensure 
that only appropriate employees can make transactions or 
have access to assets, documents and records. Password- 


‘protect computer files and set dollar limits on check 


authorization. Other safeguards include dual custody of 


cash receipts or cash on hand and ensuring cash and — 


financial documents are secure. 


L) Make employees take vacations. Especially require 


personnel in accounting, human resources and cash- 


receiving reports for agreement on quantities, brands, handling functions to take one to two weeks off each year, 
product descriptions and services requested. All should be | preferably at the end of an accounting cycle. Cross-train _ 
stamped “paid” and marked with the related check employees so that someone else can do their job—and _ = 
number. double-check their work—during the vacation. 
_] Monitor cash receipts and deposits independently of | (_| Watch for red flags in employee behavior They can 
employees recording them. Have someone not involved in | include substance abuse, gambling, change in lifestyle, 
making deposits or recording accounts receivable open the | extramarital affairs, living beyond one’s means, possessive- __ 
mail, count money received and report totals to the owner- | ness of work, high personal debts, high medical bills, po : 
manager or other official who compares the reported pressures or simply dissatisfaction with work. 9 
amount to the amount deposited. = 
L] Reconcile accounts receivable and accounts payable Source: Leon A. LaRosa Jr., CPA, is managing partner and chairman of litigation support — 5 
monthly. Have the owner, manager or nonprofit audit tie TL ReGen 
; : ic Accounting at La Salle University in 
committee member review and clear all exceptions. Philadelphia. His e-mail address is llarosa@gocialgerstein.com. E 
7a 
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Cut your financial job At Accountemps, we're here to help find 8 
: ; work faster. How do we do that? By speaking 
search time in half. with over 90,000 hiring managers every week 


to quickly find you the best assignments in 
your local area. 


From accounting clerks to senior accountants, 
we place a wide range of temporary financial 
positions. So why not meet us halfway? Visit 
our website, or call us today. 


ELITE VALUESPARTNER 
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ince being sworn in as 
the 28th SEC chairman 
in August 2005, Christo- 
pher Cox has pursued an 
ambitious agenda of trying to 
protect the investing public 
while making government regu- 
lation more tolerable for indus- 
try. Cox served in Congress 
from 1989 to 2005, including 
terms as chair of the House Pol- 
icy Committee, the Committee 
on Homeland Security, the Se- 
lect Committee on U.S. Na- 
tional Security, the Task Force 
on Capital Markets and the 
Task Force on Budget Process 
Reform. Chairman Cox spoke 
recently to Journal of Accountancy 
Publishing Director Geoffrey 
Pickard about issues facing the 
SEC and the CPA profession. 
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SQO inet ec renite: Cox 
outlines goals on SOX 404 costs, 


financial reporting, XBRL 


JofA: The SEC and the PCAOB in Decem- 
ber issued proposals on changes to the imple- 
mentation of [Sarbanes-Oxley] section 404. 
What do you hope to achieve and what out- 
come do you see? 

Cox: We are absolutely committed to 
wringing out the unnecessary costs of sec- 
tion 404. As a member of the House-Sen- 





ate Conference Committee that wrote the 
final law, I can say with some authority 
that Congress never intended for sec- 
tion 404 to be unduly burdensome and 
expensive. It came as a surprise that leg- 
islative language that had been copied 
virtually word for word from the FDIC 
Improvement Act, where it had not 


ruffled any feathers, was the source of mul- 
timillion-dollar expenses for companies of 
all sizes. : 

lexpect that 404 relief will be in effect 
for companies both in the United States 
and abroad no later than the second quar- 
ter of 2007. 


JofA: Many of our members are auditors or 
members of management in companies that 
have decided to list on the Alternative Invest- 
ment Market of the London Stock Exchange. 
We've been told that AIM came about for 
many reasons, including lower costs, because 
companies listed there do not have to comply 
with SOX regulations. What effect do you be- 
lieve SOX has. had on the overall competi- 
tiveness of U.S. markets? 

Cox: Certainly, the early implementation 
costs of Sarbanes-Oxley, particularly sec- 
tion 404, caused many people in America 
to at least take a look at opportunities over- 
seas. But even as we are taking aggressive 
steps to reduce the cost of Sarbanes-Oxley 
implementation, we’re also now noticing 
that the flirtation with other overseas mar- 
kets is abating. There never really was a 





rush of American companies listing on 
AIM and other similar venues. That's be- 
cause the depth of those smaller specialty 
markets is not the same as in the United 
States and the price support for issues in 
the after-market is not as strong as com- 
panies would like. So there may well be op- 
portunities for U.S. exchanges to build 


HEADLINER Q&A 


these niches. In fact, the American Stock 
Exchange has expressed some interest in 
doing this. 


JofA: Some believe that non-U.S. exchanges 
and markets have used SOX and regulation 
as a competitive tool. Are U.S. markets less at- 
tractive today, do you think? 

Cox: No, but they are facing increasing 
competition. There now are substantial 
pools of capital to be tapped in a number 
of markets around the world, and the Unit- 
ed States is not the only place that com- 
panies can list. But the United States still 
has substantial advantages, and they are 
evident in the relative market share of 
America vs. the rest of the world. 

From a regulatory standpoint, our job 
is to make sure the only risk investors face 
is the inherent risk of the companies in 
which they invest, and not the risk of 
fraud, unfair dealing or erroneous infor- 
mation. To the extent that we are success- 
ful in that mission, U.S. markets will have 
a competitive advantage. 

JofA: Some believe Sarbanes-Oxley has cre- 
ated an environment where management is 


h 
“ 





reluctant to seek advice from its auditors on 
complex accounting and business transactions 
for fear of creating an independence issue. But 
auditor advice often can enhance financial re- 
porting. What are your thoughts on this? 

Cox: | believe strongly, and the commis- 
sion believes strongly, that there is value in 
companies consulting with their auditors. 


The SEC will continue to do whatever we 
can to ensure the benefits of auditor in- 
volvement are retained as we enforce our 
rules concerning auditor independence. 


JofA: There is a growing market concern over 
the increasing complexity of financial report- 
ing. What are the SEC’ plans to address the 
issue domestically and internationally, and 
what can the AICPA, and the accounting pro- 
fession as a whole, do to help? 
Cox: The accounting profession is actual- 
ly leading the charge in the war on com- 
plexity that the SEC has joined. The reasons 
for battling the growing complexity in the 
accounting literature and in the practice are 
simple: If the rules become a thicket in 
which fraudsters can hide instead of a 
means to achieve truth, then we can’t 
achieve our goal of protecting investors. 
The FASB and the SEC are working 
together to codify all the accounting lit- 
erature, and the FASB is focused on par- 
ticular subject areas that are notoriously 
complex, such as leases and intellectual 
property and pensions. The practitioners 
who have to deal with this complexity are 





in the best position to help us get it right. 
I see the profession playing a leading role 
here. 

As a member of the Financial Services 
Committee and the Energy and Commerce 
Committee in the Congress, I participated 
in extensive hearings on the Enron scan- 
dal. Enron was the paradigm of complex 
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error covering up simple truth. It taught 
us anew that complexity can be the enemy 
when it comes to investor protection. 


JofA: XBRL is revolutionizing the efficiency of 
the reporting process and the usability of re- 
ported information. Your recent initiatives sup- 
port this concept, but there’s more to be done 
in terms of providing more reliable and rele- 
vant information for the investor community. 
How do you believe the content of reported in- 
formation should be enhanced to better serve 
user needs and capital market efficiency? 
What will the commission do to encourage the 
business community to report on this 
information? 

Cox: XBRL is a tool, a way for us to use 
financial information in the same way we 
use almost every other kind of information 
today on the Internet. We at the SEC are 
aggressively embracing this new opportu- 
nity, both internally in our own business 
processes and with respect to registrants. 

The SEC is concerned with making 
disclosure more useful for investors. That's 
the whole point of our focus on using 
interactive data for financial reporting. En- 
listing the power of new technology in our 
efforts to improve the usability of financial 
reporting is a natural. 

Everything about our lives is more real- 
time today than it was a decade, or even 
five years, ago. The same is certainly true 
for financial reporting. There are simply 
more means available now to find out 
what’ going on in the marketplace than 
there ever have been before. 

We already put American companies to 
a fair amount of expense to prepare the 
financial disclosures that the SEC de- 
mands. Now we intend to make that effort 
more worthwhile by ensuring that it results 
in something useful for investors. 
Through technology, we can simultane- 
ously reduce the cost of providing the in- 
formation and make it more useful for the 
customer. 


JofA: The SEC has awarded a contract to 
XBRL US Inc. for the creation of financial re- 
porting taxonomies. Do you envision XBRL 
US as the coordinator of taxonomy develop- 
ment for the non-financial elements of the 10- 


K, such as the MD&A, proxy statements and 
so on? What about reporting for other agen- 
cies, such as the IRS, OSHA, EPA and so forth? 
Cox: The mission of XBRL US and, indeed, 
of XBRL International is much broader 
than merely financial reporting. The genius 
of what I call interactive data is that the 
computer standards are open source and 
market driven. This is not a government 
enterprise; it is, in every way, a private-sec- 
tor enterprise. By its very nature, XBRL can 
be used to tag data of all kinds, both num- 
bers and text. So if you’ve got a compli- 
cated mixture of text and numbers in a 
government report to the Environmental 
Protection Agency, for example, there’s no 
reason in the world it couldn't be produced 
in XBRL format, for the benefit of both the 
provider and the government agency. 


JofA: How about the European Commission? 
What is its level of receptivity to XBRL? 

Cox: The international effort also has been 
private-sector and market driven. The 
government agencies aren't always in the 





involved in what is now a much more 
mature effort. 


JofA: How is the SEC incorporating XBRL into 
your own business? I know EDGAR must be 
a potential beneficiary. 

Cox: We're incorporating it in two ways. 
First, what I call “interactive data” is going 
to be a hallmark of our much-improved 
and qualitatively superior disclosure for or- 
dinary investors. Second, with respect to 
the SECS internal work in the areas of cor- 
poration finance, market regulation, in- 
vestment management, examinations and 
enforcement, and accounting, interactive 
data is going to help us do a much better 
job of analyzing the massive amounts of 
information that are filed with the com- 
mission. 

In that respect, by the way, the SEC is 
not unique. Anyone who analyzes data is 
going to find XBRL to be a time-saving tool, 
including, most obviously, professional an- 
alysts of securities. If as an analyst today I 
can track 100 companies, tomorrow, with 


“It’s just as difficult to do this job 
as a regulator as it was to write 
the legislation in the first place.” 


forefront. Some, such as Her Majesty's Cus- 
toms and Revenue in the United Kingdom, 
have been quick to seize the opportunities. 
That agency has made the XBRL format 
mandatory for reporting by companies. 
But in other agencies the government at- 
titude toward XBRL is wait-and-see. It is 
because the commercial benefits are so 
strong that the international private-sector 
effort has long been under way, and gov- 
ernments from the European Commission 
to the United States are piggybacking on 
the effort. 


JofA: How do you see the AICPA’ role 
regarding XBRL? 

Cox: AICPA was there at the founding. 
Back in 1998, the AICPA was part of the 
working group that launched XBRL in the 
United States, and it’s still in the forefront 
today. The AICPA is very energetically 


XBRL, I will be able to track perhaps 200, 
because the data will be in a much more 
accessible and useful format. 

Every day brings new opportunities to 
improve people’s access to information, 
especially in the area of financial reporting. 
The SEC is doing everything we can to cap- 
italize on available technological opportu- 
nities and convert what for decades have 
been paper-based forms into searchable 
data that can be immediately downloaded 
into spreadsheets or other financial soft- 
ware and used by our customers in more 
productive ways. 

Over the coming decades, financial in- 
formation almost certainly will be available 
in nearly real time and delivered to people 
in what today would be considered un- 
usual ways—for example, streamed to 
them in already-processed form over wire- 
less devices they carry in their hip pockets. 
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There's no limit to the possibilities. Our era, 
appropriately called the “Information 
Age,” is a golden age for markets. 


JofA: And information is power. 

Cox: More-efficient markets mean a 
lower cost of capital, which in turn trans- 
lates into more productivity throughout 
our economy—so customers and con- 
sumers are better off. 


JofA: There has been talk at the SEC recently 
of encouraging real-time reporting—for ex- 
ample, by eliminating quarterly reviews and 
certain auditor responsibilities. How do you 
envision this all working? 

Cox: The SEC has not, in any formal way, 
proposed abandoning our periodic report- 
ing model. But, as a gloss on the periodic 
reporting model, it’s easy to imagine that 
providing investors with more real-time 
and more qualitative, as opposed to mere- 
ly numerical, information could offer 
significant benefits. The leaders of the Big 
Four accounting firms recently pub- 
lished on this topic, and they see great 
promise here. 


JofA: Let’s spend a minute on the current 
fraud auditing standard. Do you agree with 
those who say it’s broken? 

Cox: As you know, the PCAOB has adopt- 
ed SAS 99, which was originally prom- 
ulgated by the AICPA. It’s now up to the 
PCAOB to determine whether its appli- 
cation is working as intended. To that 
end, the PCAOB has been having some 
considerable discussion with its adviso- 
ry groups focused on the fraud standard. 
The SEC looks forward to reviewing any 
recommendations the PCAOB makes in 
this area or any amendments it suggests 
to the standard. 


JofA: What are your expectations for the 
convergence of the PCAOB and IAASB 
auditing standards? 

Cox: It’s absolutely essential that we share 
best practices around the globe, because, 
increasingly, investors in every country 
are relying on the financial reports of is- 
suers in many other countries. The cap- 
ital markets are shrinking fast, and both 
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auditing and accounting standards that 
for so long have been maintained on a na- 
tional basis are now bumping into each 
other. This is an ongoing dialogue with 
regulators and private-sector organiza- 
tions around the world. The easier ques- 
tion is whether convergence will come 
about; in one formror another, it will. The 





difficult part is precisely how that hap- 
pens. I believe that technology—in par- 
ticular, interactive data, which could be 
developed to render a given data set in 
any accounting system one chooses— 
offers great promise. 


JofA: In your own career you moved from 
being a member of Congress to being a reg- 
ulator. Are you enjoying this new role? What 
are some of the joys and frustrations? 

Cox: Well, it certainly is interesting to be 
given the responsibility to write regula- 
tions under laws that I wrote as a mem- 
ber of Congress. We recently completed 
very extensive negotiations with the 
banking regulators that resulted in a joint 
rule proposal under the Gramm-Leach- 
Bliley Act of 1999, for example, and I was 
on the House-Senate Conference Com- 
mittee for that legislation. The fact that it 


had taken the agency since the late 20th 
century to adopt rules under Gramm- 
Leach-Bliley is a measure of how difficult 
the job was. I think my insight as one of 
the authors of the legislation helped 
somewhat, but I also learned something: 
When Congress reaches political com- 
promises (in this case, with the securities 


and the banking industries) with the ex- 
pectation that the professional regulators 
will work out the details, it is assuming 
a great deal. There is no magic wand that 
regulators can wave. It’s just as difficult 
to do this job as a regulator as it was to 
write the legislation in the first place. 

I’ve also had the opportunity to work 
on the implementation of Sarbanes- 
Oxley—where again there was a signifi- 
cant difference between our expectations 
in writing the law and what happened 
after it was passed. So there’s been some 
satisfaction in being able to finish the job 
of getting it right. 

Time and again, I’ve seen how the 
effects of legislation enacted by Congress, 
both intended and unintended, play out 
in the regulatory sphere. Its been eye- 
opening and challenging. But it’s also 
been most enjoyable. *% 
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Help Clients Get 


LS 





Contracts 


Quick,who is the biggest customer in the world? 
by H.Charles Sparks and Henry Wichmann 








who take the time to understand 
the federal procurement process 
can help clients tap into this enor- 
mous buyer of goods and services. 
Helping clients compete suc- 
cessfully for a share of government 
business adds value to your firm’s 
services, facilitates cross-selling and 
increases revenue. Learning pro- 
curement protocol and developing 
relationships to better navigate this 
highly regulated marketplace can 
benefit your employer, too. This 
article provides an overview of the 
federal procurement system and 
suggests strategies for acquiring the 
expertise you need to steer inter- 
ested parties through the registra- 
tion process. 


ts the U.S. government, of 
ine CPAs in public practice 


QUALIFICATION REQUIREMENTS 
Like any large entity, the federal government 
requires vendors to prequalify. An excellent 
reference guide for this process is the Central 
Contractor Registration Handbook, which is 
available at www.ccr.gov/handbook.asp. 
The book explains the process in detail and 
provides all the necessary links that support 
registration, including authoritative feder- 
al acquisition regulation (FAR) information. 
Each branch of the military has a version 
of FAR. For an example, the Air Force’s FAR 
is at http://farsite.hill.af.mil/. It is easier to 
register if you first do some research on gov- 
ernment requirements. 

There are several preconditions to 
registration: obtaining a data universal 
number (DUNS), knowing the client’s 
product and service codes, and having the 
requisite business and other required 
licenses. Clients can obtain a DUNS free 
from D&B (www.dnb.com/ccr/register. 
html). This nine-character number 
uniquely identifies your client’s business. 

Next determine your client’s industri- 
al classification code under the North 
American Industry Classification System 
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(NAICS); it will identify your client’s 
products within the federal procurement 
database. It is essential to be familiar with 
NAICS so that you properly classify goods 
and services within the database of feder- 
al contractors. Refer to this Web site for 
information and guidance about the 
process: www.census.gov/epcd/www/ 
naics.html. 

Qualifying as a small business or other 
preferential seller brings significant ad- 
vantages. Each federal agency has 
individual targets 
for small business 
purchases—and 
these often are 
allocated regional- 
ly. To take maxi- 
mum advantage of 
these targets, your 
clients will need to 
meet the program 
eligibility criteria 
for small business in the appropriate 
NAICS classification for the goods or 
services solicited. It is possible to register 
in multiple industry classifications and 
independently meet the small business 
criteria in one or more of them. 


REGISTERING CLIENTS 

Now you're ready to register with the Cen- 
tral Contractor Registration Web site 
(www.ccr.gov), the gateway for doing 
business with the federal government. 
Registration gives companies visibility and 
shows their readiness to do business. You'll 
be required to enter descriptive informa- 


The federal government... > f& 
encourages vendors to 
submit solicitations, 
proposals, bids, quotes, 
awards, invoicing and 
payments electronically, 


tion about your client, including owner- 
ship, a point of contact, banking infor- 
mation, tax ID and summary financial in- 
formation for the past three years, if 
available, and whether it is eligible for 
small business programs or other special 
programs. All information provided is sub- 
ject to verification and is made available 
to federal agencies and their contracting 
personnel. 
Its especially important to properly 
identify and register smaller businesses 
that may be eligi- 
special 
programs and set- 
asides—that is, 
special contract- 
ing award targets. 
Small business 
designation crite- 
ria vary by indus- 
try classification. 
In some industries 
classification depends on the number of 
employees; in others it depends on the av- 
erage revenue over the past three years. 
The Commerce Department annually 
reviews and changes thresholds for small 
business status. Qualifying as a small 
business entity can bring significant ad- 
vantages. Clients also can register multi- 
ple business lines, some of which might 
meet the small business criteria. A 
registrant’s classification is determined 
automatically based on information pro- 
vided with CCR registration. Registration 
information must be updated at least 
annually—and it must be accurate. Small 


EXECUTIVE SUMMARY 










General Services e 
Administration a 
contracts = 


a GSA contracts can be. a grea 
B - business = CPA clien 






provide goods « or sé 
- fied rate for a fixed period 
to link to the GSA Web sit 
generated largely through 
_ marketing channels such : 
‘Pages listings, Internet sea’ 
fairs and advertisements. 













business or other preferential contractor 
status is subject to challenge by competi- 
tors, and errors can result in denial of 
contract awards. 

It is worthwhile for your small busi- 
ness clients to contact the local Small 
Business Administration (SBA) office as 
well. It plays an important advocacy role 
for small businesses and puts valuable 
resources at their disposal. The Pro- 
curement Technical Assistance Center 
(PTAC) also is a good stop to identify 
opportunities for smaller businesses. This 
quasi-government organization is very 
knowledgeable about government pro- 
curement systems at both the federal and 


state levels. These offices vary regionally— % 


— The US. i veninaal is ne 

biggest buyer in the world. CPAs 
can help clients build business by 
learning the federal procurement 
process and advising on how to 
compete successfully for a share 
of government business. 
i Companies first must obtain 
a data universal number 
(DUNS) from D&B, know the 
appropriate government product 
and service codes and have alll 
required licenses. 





@ The federal government 
requires vendors to prequalify. 


The Centra! Contractor Registra- 
tion Handbook 


(www.cer.gov/handbook.asp) is 


an excellent reference guide for 
the process and provides all the 
necessary links. 

@ The Central Contractor 
Registration Web site 
(www.ccr.gov) is a gateway for 
doing business with the federal 
government. Registering with it 


shows that businesses are 


_ prepared and provides them with 


visibility. 


@ Registration information 


must be accurate and it must be 
updated at least annually to be 
eligible for special programs and 
set-asides. 

i The federal government has 
embraced paperless/e-commerce 
technology in a big way. It highly 
encourages companies to pro- 
vide all solicitations, proposals, 


bids, quotes, awards, invoicing 
and payments electronically. A 
client who does not currently 
have this capability is a candidate 
for an additional service. 


H. Charles Sparks, CPA, Ph.D., is 
an associate professor of account- 
ing, and Henry Wichmann, CPA, is 
a professor of accounting at the 
University of Alaska, Fairbanks. 
Their e-mail addresses are 
ffhcs@uaf.edu and ffhw@uaf.edu, 
respectively. 
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some states have many while others have 
none. The SBA Web site (www.sba.gov) 
lists SBA and PTAC offices. 

Note that the federal government has 
embraced technology in a big way. It 
highly encourages vendors to submit all 
solicitations, proposals, bids, quotes, 
awards, invoicing and payments electron- 
ically. If your client does not currently have 
this capability, this is another service 
opportunity you can offer. 

Once registered, your client is ready to 
find out who is buying what. We'll discuss 
several ways to locate business opportu- 
nities after we review the solicitation and 
awards process. Most solicitations for more 
than $25,000 are posted on the Federal 
Business Opportunities (www.fbo.gov) 
Web site. . 


REACH OUT 

Get your client out into the field to meet con- 
tracting officers and possibly give 
“capabilities briefings.” The PTAC also can 
help you identify local contracting offices 
and key staff. It is a good idea to contact 
them directly to introduce your client(s) and 
discuss opportunities. Every federal agency 
whose contracting office makes annual 


Practical Tips 





awards in excess of $100 million has a des- 
ignated full-time small business specialist 
whose job it is to fulfill purchase “targets” 
for that agency, Agencies that spend less than 
$100 million annually will not have a ded- 
icated staff member but will have someone 
designated to fulfill targets. Following up 
with those agencies is important to keep 
your client from falling through the cracks. 

The next step is to submit a proposal to 
provide the goods or services. You must work 
through several important considerations 
with your clients. First, the federal govern- 
ment has moved away from “lowest price” 
criteria to “best value.” You must impress 
upon your clients how important it is to 


payments. Invoicing requirements are 
specified on the Wide Area Work Flow 
(WAWF) information page (www.dod.mil/ 
dfas/contractorpay/electroniccommerce/ 
wideareaworkflow.html). Payments will be 
delayed if documentation is incomplete or 
late. Payments will go to the bank account 
identified in CCR registration, though this 
can be changed easily. 


A SMALL ADVANTAGE 

One strategy for success in seeking federal 
contract awards is to play the “small busi- 
ness card.” Significant benefits are available 
for clients who qualify as small businesses 
or as minority, veteran or disabled busi- 


Meeting regularly with local contracting officers— 
who buy a wide range of goods and services but 
have a hard time keeping track of all the local 
vendors—can pay large dividends. 


study the solicitation and identify the crite- 
ria (for example, past performance, experi- 
ence or price) being used to rate proposals. 

Each solicitation will identify the 
NAICS classification based on the type of 
goods or services requested. It is possible 
to challenge the NAICS classification of a 
particular solicitation, but you must do 
this prior to a contract’s award. Often, 
selection of the NAICS classification is 
done by the soliciting agency’s local con- 
tracting officer. That individual may buy 
goods and services across the entire spec- 
trum, and errors are possible. Challenges 
must be timely and must follow specific 
rules outlined in the appropriate FAR. 

The requesting agency’s contracting 
officer will review the proposals received 
in response to each solicitation and make 
a formal award. If your client is chosen, it 
is important to perform satisfactorily to 
receive future business. The government 
maintains a blacklist of companies and 
individuals on the CCR Web site that 
contracting officers are required to search 
before making an award. 

As mentioned, the federal government 
has implemented a paperless contracting 
process that requires electronic invoicing and 


nesses. All federal agencies are allocated 
targets to encourage them to award con- 
tracts to small or preferred businesses. The 
allocations are established every Oct. 1, the 
first day of the federal fiscal year, and your 
clients can request the information from 
local contracting offices. 

Your small business clients also can 
take advantage of PTAC resources that 
help them promote and network in federal 
and state procurement systems. Those 
offices are staffed by knowledgeable people 
who can identify needs and assist busi- 
nesses in proposing solicitations. They 
meet regularly with federal and state con- 
tracting officers in their region and can 
help businesses become more visible and 
connect with the right people. 

Not all federal purchases occur 
through the traditional solicitation/award 
channel. Purchases of less than $2,500 are 
exempt from the contracting registration 
requirements discussed above, and feder- 
al agencies may make them directly by 
using a government purchase card (GPC). 
Clients’ best way to attract such small 
purchases is through normal business 
channels such as Yellow Pages advertise- 
ments and direct-marketing efforts. 
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Many prime contractors—those firms 
that are awarded very large projects or sys- 
tems-development contracts—have targets 
as well as financial incentives they try to 
fulfill through subcontracting. These rep- 
resent significant business opportunities. 
You can identify prime contractors work- 
ing in your region through the Directorate 
for Information Operations and Reports 
(http://siadapp.dior.whs.mil/). Reports 
are available by region and identify all 
large-dollar contracts and contractors. 

Another useful source is the military’s 
long-range acquisition estimates, which 
forecast anticipated procurements for mil- 
itary installations for the current fiscal year 
and beyond (www:selltoairforce.org/ 
opportunities/lrae.asp). These are help- 
ful in identifying upcoming solicitations 
and making the necessary preparations to 
compete successfully. 

An equally good strategy is to ask the 
contracting offices in your area what pur- 
chases they've made over the past year(s) 


8(a)-Designated Small Businesses 
Qualifying minority and/ or economically disadvantaged businesses get a special 
break in the form of the Small Business Administration's 8(a) designation. The 

_ SBA confers 8(a) status after documenting and verifying a small business’ need. 


a Some n min oo eae ao oe 







1 Thee entities can aes a receive popcompeliive 
avards ofa as much as $3 million from federal agencies. It is desirable but not _ 


| required that 8(a) entities participate directly in providing the goods or services : 
that are the subject of the contract; in fact, forming joint ventures is common with 


~ established businesses, 2 


touch is a key strategy. Meeting regularly 
with local contracting officers can pay large 
dividends. Since they buy a wide range of 
goods and services, it is difficult for them 
to keep track of all the local vendors, 
especially the smaller ones. Regular meet- 
ings with them provide useful information 
about past and planned future acquisi- 


tions, preparing you to offer even better 
service to your clients. 

Even though your clients may find it 
overwhelming to navigate through the 
procurement process to win federal gov- 
ernment contracts, with your help and 
knowledge your clients can make the 


dream a reality. % 


to identify those products that have been 
most in demand. A CPA firm could collect 
and maintain a database of purchases in its 
region and provide analysis to help clients 
obtain contracts. 

Despite the e-commerce focus of gov- 
ernment contracting, adding a personal 


“AICPA RESOURCES 


peretics: Aid : Batiste: 

CPA Marketing Tool Kit offers tools to help 

_ members promote their practices and 
‘services, www.aicpa.org/Professional+ _ 
_Resources/PublictAccounting+Firm 
een aera Marketina Toot kit/. 


Share The e 


XPeCricnece 


Submit an article proposal to the Journal of Accountancy 


Proposals should be: 


e A maximum of one typed page, outlining 
your article idea and its intended audience. 


e On a topic that would deliver practical, edu- 
cational information. Potential 
subject areas include auditing, career de- 
velopment, corporate finance, 
employee benefits, ethics, financial report- 
ing, fraud, practice management, tax 
and technology. 


CPE 

mw Successful Selling Sitecies for CPA 
Firms (DVD/Manual (79-min. video), 

# 181190XUJA; Manual for DVD, 

NE 


Publication 

@ Management of an Accounting eke 
Handbook (loose-leaf version, 

# 090407JA); e-MAP (online version, 

# MAP-XXJA). ; 


For instructions on submitting a proposal, 
contact: Amelia Rasmus ¢ (919) 402-4449 


arasmus@aicpa.or 
For more information or to make a | 


purchase, go to www.cpa2biz.com or call 
the Institute at 888-777-7077. 


All proposals and manuscripts are subject to a review 
process prior to acceptance, and there is no guarantee 
of publication. 
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of Scale 


Help clients step into the 
big leagues and your firm will 
benefit as well. 


by Carl J. Lacher 


hen clients land a really big opportunity, it rarely is 

unalloyed good news. To fulfill a supersize order, com- 

panies often have to scramble to ramp up and their risks 

increase dramatically. In “extreme-growth” situations 
huge orders create problems—from financing to accounting, taxes and 
human resources—for modest operations. Here are pointers to help 
clients secure capital, resources and management skills to meet sud- 
denly escalated demands, along with real-life details from our firm, 
Lacher MacDonald & Co., in Seminole, Fla. 


pand their capabilities. CPAs can assist 
with staffing, accounting and treasury 
functions and even become a liaison to a 
major supplier. 


HOUSEWARES DEPARTMENT 
Two years after we fired a client for non- 
payment, its management came back to 
request our help with an opportunity be- 
yond its “wildest dreams.” The company 
had hung in and had at last won a bid to 
supply aprons and a few related dry-goods 
items to a big box store. Its revenues 
would increase tenfold in two years if it 
could deliver. 

We agreed to help, but the company’s 
payment history was a complicating fac- 
tor. We set a limit on how much our firm 
would carry in accounts receivable; any- 
thing unpaid for more than one year 
would impair our independence. The big 


KEY FACTORS: managing the physical aspects of the 
CAPITAL AND MIND-SET opportunity. 

Faced with a major deal, small compa- Psychology is a factor, too. Entrepre- 
nies may instantly need more equipment, neurs are accustomed to pushing rather 
space, inventory and people to do the — than managing to get things done—but 
job. Their working capital, adequate for even excellent financing can be lost 
existing operations, is insufficient for through poor management. Good man- 
such growth; they need to obtain new agement and advice, however, can help 
capital quickly while simultaneously clients successfully achieve goals that ex- 
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box store’s requirements were Draconian 
as well: It required delivery within 10 days 
of placing an order, including the initial 
one, and would penalize mistakes in 
shipping and/or documents by reducing 
the amount it paid. 


WE WENT TO WORK 


A plan always helps to banish uncertain- 
ty, so the order of business was to: 

Help the owners focus. First we 
helped the owners sort out the priorities. 
We created flip charts of the company’s 
immediate needs and worked out what 
had to be done in what order. Our firm 
remained in daily contact and averaged 
four face-to-face meetings with the 
owners per week as the engagement 
progressed. 

Be flexible about solutions. The com- 
pany had no up-front capital and also 
needed inventory, physical space and 
equipment. The first big fix came when 
the owners found a supplier who agreed 
to accept payment when the company 
was paid, with the important stipulation 
that payments be remitted to our firm; we 
would split the funds between the 
supplier and our client. An attorney 
helped us shape an agreement specifying 
that we bore no legal responsibility for the 
funds received. 

We established a dedicated bank 
account that was the client’s property into 
which we put all receipts and from which 
we made the split disbursements. We 
never mingled this project money with 


the firm’s or with the client’s general 
Operating accounts, over which we had 
no control. 

Communicate thoroughly and widely. 
More working capital surfaced when a 
local group of retired businesspeople 
became aware of the project and offered 
the company a loan. This provided desper- 
ately needed funding for equipment and 
was the catalyst that launched the project. 
The group’s primary condition for partic- 
ipation was a quarterly report from the 
client, including a narrative description of 
business progress, which we helped the 
owners write. 


stack boxes on its front sidewalk for the 
freight service pickup. We helped the 
client negotiate a lease for a warehouse/ 
office facility. It wasn’t perfect, but it was 
a major improvement over the sidewalk. 

Point the client in the right direction. 
The big box store ordered, canceled and 
had problems with the items; it returned 
one apron model and took one case as a 
credit. We convinced the client that hir- 
ing a very strong accounts-receivable 
person could stop the confusion and 
suggested it run an ad in the free neigh- 
borhood paper to attract capable local 
people. (In our experience, such papers 


We learned early in the project that helping to 
communicate the financial details between our client 
and third parties would be our greatest contribution 


to a successful outcome. 


Help the client negotiate. We learned 
early in the project that helping to com- 
municate the financial details between our 
client and third parties would be our great- 
est contribution to a successful outcome. 
The client was too busy with operations 
while we had the advantage of being im- 
partial outsiders who were able to speak 
the lingo. 

One of the client's problems, for 
example, was that its existing facility was 
woefully inadequate. In fact, delivery of 
initial shipments was possible only 
because a severe drought let the company 


EXECUTIVE SUMMARY 


make a good resource for filling nontech- 
nical positions). The client took our ad- 
vice, found someone—and its collection 
experience with the big box store 
improved dramatically. 

Calm fears. The supplier frequently 
was fearful about its accounts receivable 
and inventory, so the client asked us to 
visit its supplier's big-city office several 
times to allay any concerns. On behalf of 
the client, we told the supplier, “If these 
millions of sales dollars are not worth the 
risk, then kill the deal—but you are being 
treated honestly.” Our presence reassured ¥ 


Bi Faced with a major piece of _ 


new business, many clients find 
they instantly need more equip- 
ment, space, inventory, people 
and working capital. They must 
obtain capital quickly while simul- 
taneously managing the other, 
physical aspects of the total 
opportunity. 

i Many entrepreneurs are 
accustomed to pushing rather 
than managing to get things 
done, but even excellent financing 
can be lost through poor manage- 


ment, Good management can help 
clients successfully achieve goals 
that expand their capabilities. 


@ In extreme-growth situations, - 


CPAs have to help clients focus 
on the business priorities. Start by 
listing the company’s immediate 
needs and working out what has 
to be done in what order. 

@ Flexible solutions can be a 
great help—for example, the CPA 
firm can take charge of receiv- 
ables and disbursements to ease 
supplier concerns. 


@ Investors are reassured when 
the business communicates its 


progress frequently and thorough- 


ly; that’s a task CPAs can ably 
perform for clients. 

@ CPAs can help get the right 
people. A strong accounts- 
receivable person can ease 
confusion. Timely and accurate 
financial reporting is vital since 
everyone has to know as soon as 
possible how well or poorly the 
business is doing. 


li CPAs who consult on 
extreme-growth projects must 
adhere to ethical standards, know 
business planning in its classic 
forms, understand compliance 
regulations and have the ability to 
be assertive with and for the 
client. 


Carl J. Lacher, CPA, is president 
and a founding partner of Lacher 
McDonald & Co., CPAs, Seminole, 
Fla. His e-mail address is 
carl@lachercpa.com. 
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the supplier, who needed to put risk vs. 
return into perspective. 

Our client did every inventory count, 
which matched an almost full sample 
done by the supplier. It was an added 
challenge to work with people who were 
very suspicious—and prove their con- 
cerns groundless. 

Get the right help. Timely and accurate 
financial reporting was vital since we all 
had to know as soon as possible how 
business was going. We helped the client 
recruit its controller by looking in our 
“resumes for clients” file. We told her it 
would be the experience of a career and, 
to this day, we all agree. She had financial 
statements to us the first working day of 
the month nearly without fail—historical 
financial information was not ancient 


history. 


HAppPy ENDING 

The client found the financing, the space 
and the supplier. We provided the man- 
agement consulting, business planning 
and help with communications to make 
the paperwork side of the equation work. 
We shared in the delays, victories, ship- 
ments, hirings and firings. Ultimately, the 
supplier bought the client. We were paid 
in full for our work, and the project was 
one of the most interesting of all our 
careers. 

Our firm’s takeaways from this project 
included these lessons: 

@ Informed but dispassionate commu- 
nication with company outsiders such as 
investors and suppliers is a vital service 
CPA firms can offer. 

@ Strong control and reporting are best 
achieved by helping the client hire the 
right people for the jobs. 

m A CPA firm can serve as the central 
point for collections and disbursements to 
satisfy all parties. 


MEDIA UMPIRE 

Along these same lines, our firm had an- 
other major opportunity—management 
consulting for a start-up television station. 
Our services included providing a forecast 
and attending almost all of the client's 
board of directors meetings for 12 years. 


Frequently, we injected independent 
thinking that brought about changes in di- 
rection or cooled emotions before they 
could escalate into problems. 

Starting out, we recognized the client 
needed: 

Planning. The group of founders had 
the advantage of possessing significant 
radio broadcasting and business manage- 
ment experience. But the issues that arose 
early on were daunting: Could they obtain 
the licenses, a combination of locations for 
remote transmission with urban adminis- 
tration and attract the right programming 
and advertisers? This was a major task for 
the group but also a giant opportunity. 

The CEO focused on the dual nature 
of the opportunity: first, to achieve max- 
imum operating success with limited 
resources and, second, to position the 
station for the best deal when a buyout 
opportunity appeared. 

Documentation. The client had fund- 
ing for the initial work, but needed to raise 
capital to go on the air. We helped build 
the spreadsheets for the station’s potential 
revenues and expenses, which ultimately 
became the forecast. We projected how 
much it would cost to start the opera- 
tion—a figure necessary to enlist investors. 
We also looked into securities issues by 
bringing in an attorney who provided an 
excellent set of guidelines. We held many 
meetings with the CEO and top executives 
on the many changes. 

Communications liaison. Our firm’s 
work to improve company communica- 
tion was as important as our accounting 
input. As outsiders, we could see the 
operating team lacked the time to address 
the information needs of the investor 
group; the managers—although highly 
experienced in broadcasting—were so 
busy that investor communications 
could easily have slipped. We witnessed 
several shareholder meetings that started 
acrimoniously and ended harmoniously. 

The CEO was a receptive person, and 
we told him when we saw the need for 
improved communication. We had at- 
tended so many business meetings and 
teleconferences that we could cite for him 
specific examples where he had shown 


great skill at communicating to investors 
and others. 

Adaptability. The station’s credit pol- 
icy raised a unique issue. Revenue was 
vital; super-strict credit policies could kill 
the business and, hence, were not an 
option. The station took on some poorer 
advertising accounts to initiate a revenue 
stream, but as its position strengthened it 
was able to attract more reliable cus- 
tomers. This constant blending toward the 
middle to minimize bad debts was a key 
component of the company’s success. 

Firm financial management. When a 
board member found a qualified controller 
and the station asked for our opinion, we 
voted emphatically “yes.” He improved 
controls, reporting and timely flow of 
information to management and was a 
valuable addition to the team. 

Complex debt settlement. Ultimately, 
the station was sold. Tax planning was 
only part of the project. The corporate % 
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go to www. cpa2biz. com, or call the 
Institute at BS Tu Cat 


Web sites _ 

lm CPA Marketing Teal Kit, v1 
wwwaicpa.org/cpamarketing. _ a 
= PCPS Firm Practice Cente, 
http://peps.aicpa. org. att 
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Discover the Flexible Strength of the Energy Select Sector SPDR ETF 


The Energy SPDR is comprised of the 31 energy components of the S&P 500. 
Like all Select Sector SPDRs it combines the diversity of mutual funds, the all-day 


tradability of stocks and the tracking of an index. 
To power up the energy of your investments, visit www.sectorspdrs.com, 


or call 1-800-THE AMEX. And start weaving a stronger portfolio today. 


_a SELECT‘2SECTOR 
> SP ORs 
AMERICAN STATE STREETGLOBAL ADVISORS | SSA. www.sectorspdrs.com je . 





The S&P 500, SPDRs, and Select Sector SPDRs are trademarks of The McGraw-Hill Companies, inc. and have been licensed for use. The stocks included in each Select Sector 
index were selected by the compilation agent. Their composition and weighting can be expected to differ to that in any similar indexes that are published by S&P. The S&P 
300 Index is an unmanaged index of 500 common stocks that is generally considered representative of the US, stock market. The index is heavily weighted toward stocks 
with large market copitalizations and represents approximately two-thirds of the total market value of all domestic common stocks. The S&P 500 Index figures do not 
reflect any fees, expenses or taxes. Ordinary brokerage commissions apply; Select Sector SPDRs are subject to risks similar to those of stocks, including those regarding 
short-selling and margin account maintenance. All ETFs are subject to risk, including possible loss of principal. Sector ETF products are also subject to sector risks and 


non-diversification risks, which may result in greater price fluctuations than the overall stock market. 
An investor should consider investment objectives, risks, charges and expenses carefully before investing. To obtain a 


prospectus, which contains this and other information, call 1-800-843-2639 or visit www.sectorspdrs.com. Read the 
prospectus carefully before investing. ALPS Distributors, Inc. a registered broker-dealer, is distributor for the Select 


Sector SPDR Trust. 


Excellent CPAs Begin with 
Excellent Teachers 


Who inspired you to pursue a career in accounting? 


With the shortage of faculty, business schools are searching for high 
quality professionals to inspire tomorrow’s accountants. 


Have you ever considered using your professional 
expertise to become an inspirational educator? 
With a master’s degree, significant industry experience, and a passion for teaching; 
professionals can pursue a second career as a business school faculty member. 


AACSB International, the University of California, Irvine, and the University of 
Southern California have developed the AACSB Bridge Program to prepare senior 
professionals for a career in academia. This five-day intensive seminar helps business 

professionals transfer their experience into the classroom. 


USC May 13-18, 2007 UCinaae 


"MARSHALL at the “THe PAoL Mesace 
S * e - . CHOOL OF BUSINESS 
ree University of Southern California. ~~ 





For additional offerings in the Summer and Fall of 2007 and program information, visit 
www.bridgeprogram.aacsb.edu, email bridgeprogram@aacsb.edu, or call (813) 769-6500. 
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involvement included vendor and cus- 
tomer claims that could not be handed 
over to a buyer. The client formed a trust 
to handle these claims after the sale. 

It was interesting to watch as the 
owners collected on claims and as claims 
against them were settled in their favor. 
The tenacious CEO had fostered a 
transparent climate and then assertively 
stood his ground where necessary. Good 
information paid off. We worked with 
management to distribute the funds and 
close down the trust, a process that took 
more than two years. 

Along the way, we were offered an 
equity position but refused it to maintain 
our independence. Later several owners 
told us how much they respected us for 
our position. It was one of our best 
decisions. 

We shared the experience of this 
company’s coming to life and struggling 
through the first years. It was truly a 
career-building and exciting experience 


for everyone involved. Our firm’s take- 
aways from this project included the 
following: 

@ Informed, dispassionate communi- 
cation with people outside the manage- 
ment team, again, was a vital service. 

@ Working with knowledgeable man- 
agers from a variety of backgrounds (many 
of whom we would not otherwise have 
met) was an experience to value forever. 

™ Good documentation empowered 
the client to hold its positions and satis- 
factorily settle any claims outstanding at 
the date of sale. 


PRACTICE OPPORTUNITIES 

When a local client has the chance ofa life- 
time, CPAs can be its best advisers. Like 
our firm, you can be a sounding board for 
clients who need guidance and help to 
nurture their success. Major projects 
require thinking outside the compliance- 
only box and an understanding of 
business management based on wide- 


ranging experience. Such projects are 
more than just debits, credits and taxes— 
they offer the excitement of challenge. Our 
clients’ technical capabilities have landed 
the deals; we’ve helped them make it 
work—and everyone has won. * 


>> Practical Tips 
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Helping clients build flexibility and additional 
oversight into their trusts is a manageable, 
meaningful new niche. 


by Michael B. Allmon 


lients who want their 

beneficiaries to avoid the 

stress, expense and delay 

of probate often place 
assets in trust. Increasingly they are 
asking their CPAs in both public 
practice and industry to act as 
trustees. However, many CPAs are 
reluctant to take on the fiduciary 
responsibility of being a trustee for 
several reasons: They lack adequate 
infrastructure and staff for trust ad- 
ministration; they are inexperienced 
in trustee work, especially for real 
estate and other nonliquid assets; 
and they are uncertain about how 
to bill appropriately. 


An alternative to acting as trustee is 
to be a “trust protector” alongside a 
professional trustee. This article will 
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examine the basic definition and duties 
of a trust protector, offer reasons CPAs 
are an excellent fit for the trust protec- 
tor role, describe potential pitfalls of the 


trust document (the contract). When the 
client uses a trust protector, the main 
trustee becomes an excluded fiduciary in 
those areas in which the trust protector 


The idea of employing a trust protector has 
grown in popularity in reaction to the 
increasingly unpredictable nature of changing 


law and tax policy. 


arrangement and their solutions, and 
suggest why CPAs should want to act in 
this capacity. 


FROM PLANNING TO. 
PROTECTION 
A trust protector is a third party (neither 
trustor nor trustee) who has been grant- 
ed contractual powers to protect the 
terms of a trust. The concept—relative- 
ly new for onshore trusts—is common 
in offshore asset protection planning. A 
trust protector can assist in guiding both 
corporate trustees and trust beneficiar- 
ies through legal and tax complexities to 
carry out the client’s original intent. The 
idea has grown in popularity in reaction 
to the increasingly unpredictable nature 
of changing law and tax policy. 

A trust protector’s authority lies in the 
powers and duties spelled out in the 


fe ing both corporate trustees and 


is empowered. Generally, trust protector 
powers include some or all of the 
following: 

g The ability to remove and replace 
a trustee. The most common—often the 
only—power of trust protectors is the 
ability to replace a trustee who is unre- 
sponsive to the needs of the beneficiar- 
ies or who is not performing to the stan- 
dard required by the trust’s investment 
policy statement (IPS). The IPS outlines 
how the trustee is to manage the trust’s 
investment portfolio and addresses risk 
tolerance, goals and asset allocations. It 
should be reviewed periodically. 

m The power to change situs of 
administration. The situs—the trust’s 
legal “home,” which determines which 
state’s laws will apply—is an important 
factor in its administration. Sometimes 
estate planning attorneys will recommend 


EXECUTIVE SUMMARY 


; distributions or amend adminis- 


that a trust have a situs in a state other 
than the one in which the trustor lives. 
For instance, trusts sited in California 
having non-California beneficiaries are 
subject to a complex tax formula; using 
another state for the situs could reduce 
the trust’s state income taxes. Consult the 
trust’s attorney when a trust situs differs 
from the trustor’s home state. Changes in 
law occurring after the trust document 
has been prepared also can make it 
advisable to move the trust situs. 

m The power to resolve deadlocks 
between co-trustees. This is sometimes 
referred to as “tie-break” power. 

m Discretion to veto investment 
decisions, redirect trust distributions or » 


Practical Tips 





a : = Because the role i is not 


: cause hey have the client's confi- 

dence, the right skill sets, a tax 

background and an understand- 
ing of the client's family dynamics. 
@ A trust protector has contrac- 
tual powers (described in the 

_ trust document) to assist in guid-- 





trust beneficiaries through legal 


and tax complexities to realize the 
_ trustor’s original intent. Using a 
trust protector provides: an 
added safeguard over the ac- 
_ tions of an appointed corporate 
_ trustee. The concept is common 
__ in offshore asset petecion Ue 


planning. 


situs of administration; resolve 
co-trustee deadlocks or benefici- 
ary-trustee disputes; veto invest- 
ment decisions; and redirect trust 


trative provisions and trust terms — 
: based on unforeseen circum- 
___ stances in the beneficiaries’ lives 


or changes in law. | 


_ Few statutes define ae reg- 
_ ulate the role of trust protector, 
__ and only a few domestic jurisdic- 

tions recognize it (Alaska, 

_ Delaware, Idaho, South Dakota - 
@ A trust protector can general: ae 
ly remove and replace a trustee; 
terminate the trust; change the _ 


and Wyoming). There is little 


_ domestic case law to address 


issues such as who Is checking 
the trust protector’s powers, the 


_trustee’s role if those powers are 


broad, or terms of succession for 
the role. 


defined in most states, there ip is 


potential legal liability. Con- | 
tentious beneficiaries could — 
argue that a protector acted 
imprudently or improperly. Other — 
drawbacks to be managed 


~ include an uncertain fee structure 


and the always-present issue of 


uncertain timing. 


Michael B. Allmon, CPA, a partner 
at Michael B. Allmon & Assoc. LLP 
CPAs, is the founding chair of the 
California Society of CPAs Estate 
Planning Committee. His e-mail 
address is mike@mbacpas.com. 
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amend administrative provisions and 
trust terms based on unforeseen circum- 
stances such as divorce, irrespon- 
sibility or changes in law. For instance, 
a trust protector might decide that dis- 
tributions to a beneficiary who is in a 
temporary situation such as a divorce or 
credit action, or who has become drug 
addicted, should be modified. Changes 
in estate tax laws also might provide rea- 
sonable grounds for the protector to act 


Case study 


o investment policy 
| now ae a8 clients 





the role ofa a trust protector. 


to amend the trust document. 

w Ability to terminate the trust. This 
might apply when the trust is no longer 
large enough to warrant ongoing admin- 
istrative costs and continuing it is not in 
the beneficiaries’ best interests. For 
example, I am trustee of a trust (former- 
ly a protector of this trust) that had six 
beneficiaries. As each beneficiary turned 
21, his or her portion of the trust was 
distributed. The last beneficiary is much 





younger than the others, so the trust 
might not have enough assets to cover its 
management costs until that beneficiary 
turns 21. Based on cost considerations, 
it would make sense to distribute the 
remaining funds early. 

= Dispute resolution between benefi- 
ciaries and the trustee. A trust protector 
who arbitrates disputes can reduce the 
trust’s litigation costs. 

As this list shows, using a trust pro- 
tector lets a trustor extend control and 
build flexibility into an otherwise rigid 
document long past the time when he or 
she is deceased. Such capacity makes it 
more likely that the spirit of the trust 
ultimately will be carried out, even in a 
changing legal, tax and economic 
environment. 

Another benefit for the trustor is the 
trust’s ability to adapt terms to the chang- 
ing circumstances of beneficiaries. Final- 
ly, a trust protector provides an added 
safeguard over the actions of an 
appointed corporate trustee, who may 
not know or understand the client’s 
family dynamics. 


NoT A CUREALL 

Many issues that arise with the choice of 
a trustee also are present in choosing a 
trust protector. For instance, the inher- 
ent conflict of interest between current 
beneficiaries and remaindermen (inher- 
itors whose estate vests after a prior 
estate terminates) is not eliminated by 
the addition of a trust protector, no mat- 
ter how sagacious the chosen party. (This 
is particularly true if the trust protector 
is also a beneficiary of the trust.) Nor is 
there much domestic case law to address 
other unresolved issues such as: 

@ Who is checking the powers wield- 
ed by the trust protector? 

m What is the trustee’s ultimate role 
if the trust protector’s powers are broad? 

m What are the terms of succession 
for the role? 

Few statutes define and regulate the 
role of trust protector, and only a few 
domestic jurisdictions recognize the 
concept (including Alaska, Delaware, 
Idaho, South Dakota and Wyoming). To 


eee eee 
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limit potential liability, research the laws 
of your state to ensure you fully under- 
stand the applicable laws. 


Wuy CPAs ARE A GOop FIT 
CPAs are highly qualified for the trust 


protector role because they: 

m Have the client’s confidence. A trust 
protector should be unassailably objec- 
tive, especially given unresolved issues 
in the law and the inherent conflict of 
interest between beneficiary and remain- 
dermen and between beneficiary and 
trustee. Clients see their CPA as a reli- 
able, trusted adviser. 

m Have the knowledge. CPAs have the 
education, training and experience to 
handle the role. Their working knowl- 
edge of a range of financial instruments 
can help them judge how well the trust’s 
investment policy is being executed. 





m Understand the clients. Clients 
want someone who is intimately famil- 
iar with the family’s financial situation 


and long-term goals for passing wealth 


to the next generation. For many fami- 
lies that person is their accountant. 
Sometimes a family’s CPA knows their 


agreement to add language to the trust 
document to ensure payment of your 
fees for both fiduciary and accounting 
services for the estate. Clients who ask 
you to serve will want you to be moti- 
vated to act on their behalf and to be 
properly paid for doing so. Weigh the 


Limited only by state law, the role of trust protector 
can take on almost any characteristic clients and 
their estate planning advisers can imagine. 


financial situation as well or better than 
they do. 

m Have a tax background. CPAs’ 
knowledge of tax law puts them in a 
good position to determine whether 
changes in the law will necessitate 
changes to a client’s trust. 


PROTECTORS RISKS 

A trust is a contract that offers tremen- 
dous potential flexibility. Limited only 
by state law, the role of trust protector 
can take on almost any characteristic 
clients and their estate planning advis- 
ers can imagine. But as with nearly all 
new areas of practice, there are some 
risks for pioneers. A CPA who chooses 
to act as a trust protector will have to 
manage: 

= Potential legal liability. Because 
the functions of a protector are not de- 
fined in most states, contentious bene- 
ficiaries could argue that a protector 
acted imprudently or improperly. Before 
agreeing to act as your client’s trust pro- 
tector, consult an estate planning attor- 
ney, research how your state views trust 
protectors, and find out whether your 
malpractice carrier will cover you in that 
capacity. 

m Uncertain fee structure. Still- 
developing laws in your state may not 
address the issue of fees for trust pro- 
tectors. A protector’s fees might possibly 
be covered by total trustee fees where 
such fees are defined as “fair and rea- 
sonable.” To be safe, obtain your client’s 


potential for earnings against potential 
liabilities in accepting the trust protec- 
tor role. 

w Uncertain timing. Neither trustee 
nor trust protector can know when his 
or her service to the client will begin. 
During busy season a CPA would find it 
almost impossible to do the job of 
trustee; because being a trust protector 
is the less time-consuming role, the CPA 
can still satisfy the client’s wish to ob- 
tain his or her continued judgment in 
the disposition of the estate even in the 
face of uncertain timing. 


MANAGEABLE AND 
MEANINGFUL 

CPAs are uniquely qualified to serve as 
trust protectors, an engagement that 
offers an attractive alternative to the 
nearly full-time job of trustee. Perform- 
ing the service in conjunction with a 
corporate trustee will let you serve your 
client’s best interests and solidify the 
relationship. It shifts responsibility for 
day-to-day trust administration to 
another entity, yet gives you a degree of 
oversight. 

When properly drafted within the 
trust document, the balance of power 
between the two roles can serve to best 
reflect the trustor’s original intent well 
beyond his or her lifetime. The oversight 
of a trust protector in domestic trusts is 
likely to become a more common feature 
in years to come. CPAs are well posi- 
tioned to take on the role. Cy 
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Guidance 


Not Just a Small Matter 





COSO's latest guidance on controls for smaller 
businesses fits all organizations. 


by Larry E. Rittenberg, Frank Martens and Charles E. Landes 


anagers of smaller businesses need to design and imple- 
ment an effective system of internal control over finan- 
cial reporting in a cost-beneficial way. To help achieve this, 

: a. the Committee of Sponsoring Organizations of the Tread- 
way Commission (COSO) has provided guidance to smaller businesses 
in its publication Internal Control Over Financial Reporting—Guidance 
for Smaller Public Companies (www.coso.org). The guidance encour- 
ages CPAs to work with organizations to implement controls that are 
fundamental building blocks to success. Effective internal control over 
financial reporting, including management’s understanding, design, 
implementation and monitoring, should be viewed as an important 
business function. 





Often lost in the debate over the costs 
associated with Sarbanes-Oxley section 
404 is the significant number of smaller 
businesses that fail, often because they do 
not have good business plans or do not 
identify and control risks. Research shows 
that a strong commitment to internal 
control is a matter of company priority, 
not a matter of resources. This guidance 
will help CPAs in industry and in pub- 
lic practice. CPAs in management will 
find it useful in implementing and eval- 
uating internal control. CPAs in public 
practice will find it useful in assessing 
internal control over financial reporting 


Reported internal control deficiencies went 
down in the second year of compliance 
with Sarbanes-Oxley section 404 by 
accelerated filers. In 2005, 15.4% of 
reporting companies had material 
weaknesses of internal control. In the first 
quarter of 2006, that dropped to 5.6%. 


Source: Audit Analytics 
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and identifying the types of controls typ- 
ically found in smaller businesses. 

The guidance is drawn from the 1992 
COSO Internal Control—Integrated Frame- 
work (IC Framework), which it clarifies but 
does not extend or replace. Focusing on the 
challenges faced by smaller businesses, the 
guidance explicitly addresses issues related 
to: 

m Segregating accounting duties. 

m@ Developing effective boards and audit 
committees. 

m@ Managing with wider spans of control. 

m Implementing sound information 
technology controls. 

m@ Documenting the design and opera- 
tion of controls. 

The guidance comprises three volumes, 
each with a distinct purpose. Volume 1 
features a high-level executive summary in- 
tended for top management and boards. Vol- 
ume 2 presents practical guidance with real- 
life examples drawn from smaller businesses. 
Volume 3 provides evaluation tools to help 
management implement and evaluate inter- 
nal control over financial reporting. 


A CONTINUOUS, INTEGRATED 
PROCESS 

Maintaining effective internal control is 
not static. Organizations have to expect 
that controls will change over time as risks 
and processes change. The guidance 
recognizes that an organization should 
have processes to update its identification 





and assessment of risks as well as to mon- 
itor the continuing effectiveness of its in- 
ternal control system (see “Section 404 for 
Small Caps,” JofA, Mar.06, page 67). The 
guidance is oriented toward objectives and 
principles. The fundamental principles are 
derived from the five COSO components 
—risk assessment, control environment, 
control activities, information and com- 
munication, and monitoring. Each of the 
principles is further described with key at- 
tributes that guide organizations in select- 


Risk Assessment 





ing the optimal control approach. 

In this guidance, the traditional depic- 
tion of the internal control framework, 
usually shown and referred to as the 
“COSO Cube,” is supplemented with a 
diagram that illustrates the logical rela- 
tionship of the control framework, start- 
ing with management’ objectives. 

The logical interrelationship of the 
COSO components should help all 


EXECUTIVE SUMMARY 


companies plan their approaches to 
evaluating and updating controls. In 
understanding this relationship of con- 
trols and internal control components, 
COSO recognizes a systematic process 
whereby an organization: 

@ Specifies its financial reporting ob- 
jectives (possibly influenced by regulato- 
ry requirements). 

m Identifies and assesses the risks that 
may prevent it from achieving the desired 
objectives. Examples of the risks include 


Control Environment 


Control 
Activities 


Information 
and Communication 


management override, inadequate transac- 
tion processing and inappropriate accruals. 

m Designs and implements a control 
environment that sets the tone for the 
organization and its commitment to 
financial competencies to mitigate risk. 

m@ Designs and implements control 
activities—including authorizations, com- 
pleteness tests and reconciliations—to 
further mitigate risks. 


_ In its most recent guidance 


for compliance with Sarbanes- _ 
Oxley section 404 requirements _ 


for smaller entities, the Commit- 
tee of Sponsoring Organizations 
_ of the Treadway Commission _ 
(COSO) has provided principles 
and examples of effective internal 


control. Titled Internal Control 


Over Financial Reporting— 
Guidance for Smaller Public 
-_ Companies, the guidance em- 
phasizes the business function 
and cost-effectiveness of internal 
control. Although the guidance is 





specifically tailored to smaller 
public companies, it can be 
applied to all organizations. 


@ Five components of COSO’s 


control framework may be 


“viewed as both fundamental 


principles and an aid to planning, 


_ evaluating and updating controls. _ 
They are risk assessment, control _ 


environment, control activities, 
information and communication, 
and monitoring. 

@ Management can monitor 
controls most efficiently by 


integrating monitoring activity into 


financial reporting processes. 


Principles of effective internal 
~ control should not be considered 


a checklist but should be imple- 
mented in accordance with man- 


~ agers’ judgment, with a formality 


of structure appropriate to the 
size of the organization. 


Larry E. Rittenberg, CPA, Ph.D., 
CIA, is chairman of COSO and 
Ernst & Young professor of 
accounting at the University of 
Wisconsin at Madison. Frank 
Martens, CA, is director of 
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advisory services at Pricewater- 


houseCoopers LLP in Vancouver, 


British Columbia, and project team 
manager for Internal Control Over 
Financial Reporting—Guidance for 
Smalier Public Companies. 
Charles E. Landes, CPA, is 

vice president, AICPA professional 
standards and services, and 
represents the AICPA on COSO's 
board. Their e-mail addresses, 
respectively, are Irittenberg@bus. 
wisc.edu, frank.j.martens@ 
ca.pwe.com and clandes@aicpa.org. 
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B Develops an effective information 
and communication process that enables 
relevant parties to understand their con- 
trol responsibilities and ensures manage- 
ment receives timely and relevant reports 
that facilitate effective investigation and 
decision making. 

@ Monitors the effectiveness of its in- 
ternal control system. 

The objective of internal control over 
financial reporting is to achieve reliable fi- 
nancial reporting. Management’s annual 
assessment of internal control effectiveness 
should be based in large part on the 
monitoring of control effectiveness. That 
monitoring should also incorporate a sys- 
tematic process to identify emerging risks 
of misstatement, so that the design of the 
internal control system is continuously 
improved to mitigate new risks. 


MANAGEMENT ASSESSMENT 
OF INTERNAL CONTROL 

Many businesses have viewed the assess- 
ment of internal control over financial 
reporting as a separate task from man- 
aging their day-to-day activities. By 
allowing these two areas to converge, 
management will attain greater efficien- 
cies. This may occur through greater 
reliance on monitoring activities within 
a company or through the re-engineering 
of current processes. Management can 
obtain significant efficiencies if it inte- 
grates monitoring activities across its 
financial reporting processes rather than 


COSO Project 


thinking of its section 404 assessment as 
a separate process on top of the IC 
Framework. This may provide manage- 
ment with sufficient assessment evidence 
of whether its system of internal control is 
effective over time. 

The COSO board and supporting task 
force reviewed numerous smaller com- 
panies, both public and nonpublic, for 
examples of good internal control. That 
review underscored a fundamental COSO 
viewpoint that management judgment is 
important. Management should be em- 
powered to choose the best set of controls 


tionnaire form and are based on the fun- 
damental principles of control discussed 
in Volume 2. The templates are available, 
with the purchase of the guidance, as a 
download in Microsoft Word, so they can 
be tailored to each organization. 


PRINCIPLES OF EFFECTIVE 
CONTROL 

The guidance includes 20 fundamental 
principles of internal control directly from 
the Framework and related to each of the 
five COSO internal control components 
(see accompanying list). The guidance 


The guidance should assist both management and its 
auditors to move away from a“check-the-box” 
approach to one that focuses on accomplishing the 


. o 9 . o 
organization's objectives. 


because it is in the best position to decide 
and because control needs will change 
over time. The guidance identifies three 
factors to consider when choosing a con- 
trol. It should: 

@ Reduce risk to an acceptable level. 

m Be cost-effective. 

@ Contribute to the effectiveness of one 
or more of the five components of effec- 
tive internal control in the COSO Internal 
Control—Integrated Framework. 

Volume 3 of the guidance includes 
templates for approaching the control 
decision. Many are presented in a ques- 


COSO has undertaken a project to identify practical, cost- 
effective approaches organizations may use to monitor their 
controls. More detail can be obtained at www.coso.org. 
-COSO expects to issue a white paper in early 2007 that better 
articulates the monitoring component of internal control over 


financial reporting. 


_ The project will also idenuly best practices that companies 
are using or can use to develop better monitoring of their in- 
ternal control effectiveness. In addition, the project will relate 

the monitoring component of the IC Framework to manage- 
ment’s annual assessment and reports on internal control. 


includes attributes associated with each 
principle. Although it draws examples for 
smaller businesses, the principles apply to 
all organizations—large or small, public or 
not public, government and not-for-profit. 

These 20 principles should not be 
viewed as a checklist for designing and 
achieving effective internal control. Effec- 
tive internal control still depends on hay- 
ing the five internal control components in 
place and operating effectively, such that a 
company has reasonable—not absolute— 
assurance that it will prevent or detect ma- 
terial misstatements in a timely manner. 

Rather, COSO views each principle as 
essential to effective implementation of 
the related internal control component. 
These attributes further guide control 
selection by making the expected charac- 
teristics of control more specific. For 
example, the guidance presents three 
attributes associated with the principle 
related to integrity and ethical values. To 
achieve a high level of ethical behavior, the 
organization should: 

@ Articulate values in a clear statement 


of ethical values understood by personnel 
at all levels of the organization. 

@ Monitor adherence to principles of 
sound integrity and ethical values. 

m Address deviation from sound inte- 
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grity and ethical values promptly and ap- 
propriately. 

These attributes, as well as all other 
principles and attributes included in the 
guidance, require judgments as to the 
most effective way to implement the con- 
trols. Thus, the control principles and at- 
tributes are designed to be scalable—less 
formal for smaller organizations and more 
formal for larger organizations, where 
communication is more indirect. 


THE IMPORTANCE OF 
DOCUMENTATION 

Many company officials would prefer to 
let controls operate without having to 
document them. Unfortunately, inade- 
quate documentation is one reason many 
companies are surprised to find out their 
system of internal controls is not 
effectively designed or implemented. 


tion. When management and auditors 
must attest to internal control 
effectiveness, documentation must be 
more formal. It is not possible simply to 
rely on a statement that management per- 
formed the control. When parties have to 
attest to the control, there must be some 
evidence it was working effectively. 


IMPLICATIONS FOR CPAS 

AS EXTERNAL AUDITORS 

This guidance will be useful for external 
auditors in assessing the effectiveness of 
internal control over financial reporting. 
The guidance should assist both man- 
agement and its auditors to move away 
from a “check-the-box” approach to one 
that focuses on accomplishing the orga- 
nization’s objectives through effectively 
addressing the 20 principles ea 
the COSO IC Framework. 


Unfortunately, inadequate documentation is one 
reason many companies are surprised to find out 
their system of internal controls is not effectively 


designed or implemented. 


Documentation provides guidance for 
implementing controls, can serve as a 
basis for training new personnel in imple- 
menting them and provides evidence they 
have operated effectively. All controls and 
their operation need some documenta- 


Practical Ti 
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It also offers additional perspective on 
approaches suitable for public companies 
and should encourage a healthy dialogue 
between management and its auditors. 
The dialogue between management and its 
auditors will lead to more creative and 





effective implementation of internal control 
in many organizations. Similarly, the prin- 
ciples and attributes contained in the guid- 
ance provide leadership opportunities for 
CPAs in management positions to focus on 
internal control objectives, process re- 
engineering and, most importantly, building 
effective monitoring into their control prac- 
tices. As this article’s title indicates, the fun- 
damental principles of internal control are 
not just for small companies. 

Achieving effective internal control 
over financial reporting is just one step to 
corporate success and longevity. Busi- 
nesses should integrate internal control 
processes with a more comprehensive 
process of enterprise risk management to 
achieve broader strategic, operational, 
reporting and compliance objectives. 
Another COSO document, Enterprise Risk 
Management: An Integrated Approach, may 


also be of help. ~ 
SEI a OS 
AICPA RESOURCES _ 
Publication 


g /nternal Control Over Financial 
Reporting—Guidance for Smaller Public — 
Companies. The guidance can be obtained 
at www.cpa2biz.com. (PDF file download, 
#990017PDF, members $50, nonmembers — 
$75; paperback three-volume set, #990017, 
_ members $65, nonmembers $90; combined 
_download and paperback, #990016HI, 
members $90, nonmembers, $125). 


For more information or to order, go to 
www.cpa2biz.com or call 888-777-7077. 


Web site 
m Smaller businesses are often challenged to 
find effective board members and audit com- 
mittees with accounting and control expertise. 
The COSO guidance recognizes: the i impor- 
tant role nonpracticing CPAs can play i in 
meeting those needs. The AICPA has devel- 
oped its Audit Committee Matching System 
(wwwaicpa.org/i nfo/committees/index.asp) , 
to help organizations find a source of inde- 
pendent talent. CPAs should market the 
dateoae in their area. 


JofA afticieg Rs 
@ “Section 404 for Small Caps,’ Mar. 2006, 
page 67. 
m “The Value ne Sep. 20> 
page Wah 














“TECHNOLOGY WORKSHOP [is 





The Power of 
Arrays 


The Excel tool that performs multiple functions 


ina single step. 


by Paul Goldwater and Timothy Fogarty 


ne of the most powerful features of Excel is the array— 
a formula designed to act simultaneously on sets of two 
or more values in order to calculate other values. Yet, 
because arrays appear to be forbidding, few CPAs use 
them. This article is designed to dispel arrays’ bad reputation and 
demonstrate how they can speed and simplify your work while 
making it less prone to errors. So get ready to overcome your bias 


against arrays. 


We'll begin with the most basic array for- 
mula, and as we move—step by step—to 
more complicated ones, you'll see how 


Key to tatuableuteels 





powerful arrays can get. To make it easier 
for you to follow along, download an Excel 
file from www.aicpa.org/download/pubs/ 
jofa/mar2007/goldwater.xls. The file 
contains two versions of each worksheet. 
One worksheet in each set has blank cells 
in which you can practice entering the ar- 
rays and other formulas mentioned in this 
article, while the other has all the cells 
already completed. 


AVERAGE IT 

Accountants often need to tightly sum- 
marize data. Exhibit 1 uses a one-dimen- 
sional array formula on payroll informa- 


tion to calculate the average pay of each 
employee and the global average of all em- 
ployees. (In your downloaded file, see the 
Average It worksheet). 

Here’s how we did it: 

To calculate the average per employee, 
select the range G3:G7 and type this for- 
mula: 
=(B3:B7+C3:C7+D3:D7+E3:E7+F3:F7)/5 

Then press Ctrl+Shift+Enter, which 
does two things: It automatically places 
curly brackets—{ }—around the formula, 
labeling it an array formula, and simulta- 
neously triggers the array calculation. The 
array formula now exists in G3 to G7 and 
cannot be changed except by rewriting the 
entire formula. 

To calculate the average pay per month, 
select the range B8:G8 and type in this 
formula: 
=(B3:G3+B4:G4+B5:G5+B6:G6+B7:G7)/5 

Then press Ctrl+Shift+Enter. The global 
average for all employees is now in cell G8. 


RANK IT 
Creating two-dimensional arrays is slight- 
ly more challenging. Consider again the 
payroll data of Exhibit 1. This time we 
want to rank the paychecks by size. To do 
that, copy the list of names (as shown in 
the lower half of Exhibit 2) and type this 
formula: 
=RANK(B3:F7, B3:F7) 

Press Ctrl+Shift+Enter, and presto, the 
data are ranked—a task that would be far 
more difficult without arrays. 


ANALYZEIT 

Arrays also are useful when performing 
analyses that impose conditions upon 
mathematical operations. For example, say 
you have a spreadsheet loaded with sales 
data and you want to see various subsets 
of the data based on ranges of products’ 
prices and quantity (see Exhibit 3). For 
this calculation we will use a single-cell 
array. (See the worksheet Single Cell in 
your downloaded file.) 

If we want to know the sum of range 
B3:B7 by range C3:C7, typically we could 
create D3:D7 and place the sum in cell D8. 
However, an array formula in D9 would do 
the job in one pass:{=SUM(B3:B7°C3:C7)} 
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eee 
| | 1_|Employee Pay Checks Pls We Wanna ee oo le We RL 





Saree 
__EmployeeName | —s Montht —_Month3 | Month4 — Average 
Carothers, Anc $555.19 $512.75 $530.60 $588.35 $516.46] $540.67 
Groncki, Douglas $547.09 $536.98 $556.81 $549.71], . | 






ees % ‘ SES i yee 
eee eee | es JS F : 












MacDonald, Scott $540.85 $520.80 $591.77 $559.99] 


Nusbaum, Tawana $554.00) $586.56 $571.79) $537.30 $520.96 
Rothenberg, Eric $552.38 $557.03 $533.54 $534.62 $547.34 
Average $549.90 $542.82 $544.69) $553.40 $538.89 










That simple formula extracts all the information from the 
underlying cells without the usual sum formulas in D3:D8. Se ee eee 








$10.00 $730.00 | 
$1,672.00 





The grayed area at the bottom of Exhibit 3 (D9:D13) con- 
tains various array formulas to compute numerous values eae 
of interest to CPAs. Table 1 lists many of the typical ways : 
CPAs are called upon to manipulate such data and the array 
formulas that perform each of those calculations. 

Advisory: Often CPAs need to know, and perhaps to ex- 
plain to clients or executives who are not handy in Excel, 
how certain spreadsheet numbers are derived (see screen- 
shot at right). You can display this information easily by 
clicking on Tools, Formula Auditing, Evaluate Formula. 
This allows you to step through the calculations, first see- 
ing cell references and then the numbers those references 
represent. 


CALCULATE THE CONSTANTS 

Arrays often need to import constants, including useful 
explanatory information such as dates, names and num- 
bers. This comes up, for example, when you need to in- 


mshi stan Does tom BES SIND tt Hanae Petit nth mm oe 


Sc coerseroernenrrcer ena 


: ¥ ont of a0) : 
_ $612.75) 





Groncki, Douglas eee AA 1G 
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Table 1] 


Accounting 
question of interest | Cell 
[sentsroarani [oe | esuM@ser-coon 


{=SUM((C3:C7>AVERAGE(C3:C7))*B3:B7*C3:C7)} 


{=SUM((B3:B7>AVERAGE(B3:B7))*B3:B7*C3:C7)} 


Sum (if greater than 
the average price) 


Sum (if greater than | D11 
the average quantity) 


{=SUM((C3:C7>AVERAGE(C3:C7))*B3:B7*(B3:B7> 
AVERAGE(B3:B7))*C3:C7)} 


Sum (if greater than 
the average price 
and greater than the 
average quantity) 


D13 | {=SUM(((C3:C7>AVERAGE(C3:C7))+(B3:B7> 
AVERAGE(B3:B7))>0)*B3:B7*C3:C7)} 


Sum (if greater than 
the average price or 
greater than the 
average quantity) 


clude transaction fees, such as sales taxes and shipping 
charges, in formulas. Exhibit 4 shows invoices both before the 
application of a 4% sales tax and a 1% shipping fee (column 
D) and after (column G). See the downloaded file’s Single Cell 
worksheet. 

This kind of array has to be created and then recalled by 
way of a drop-down menu, which is evoked by clicking on 
Insert, Name, Define (see Exhibit 5). Under Names in work- 
book, add the designation of a name such as Standard- 
Charges, and in the Refers to field, add the specification of 
the percentage rates, such as = {0.04,0.01}. Both of these val- 
ues could have been stored in separate cells on the spread- 
sheet. But often these values (constants) should be hidden 
or made inaccessible so the employees cannot easily change 
them. 

Place the formula in the affected cells (in this case E3:E7 
and F3:F7) that recall the percentage rates and apply them to 
the base amounts. For example, the sales taxes require this 
formula to be created as an array: 
{=D3:D7*INDEX(StandardCharges, 1)} 

The shipping charge array requires selecting the second 
value from StandardCharges: 
{=D3:D7*INDEX(StandardCharges,2)} 

Let’s look at three typical calculations CPAs face. For each, 


ee 








refer to Exhibit 6 and your downloaded worksheet Calculate 
Constant. Once again, use the Evaluate Formula tool to ob- 
serve what Excel is doing for each of the following examples. 


SUMMING BASED ON A CONDITION 

When you need to sum values based on one or more condi- 
tions, the array formula (in D9) is: 
=SUM(IF((D3:D7>=1000)*(D3:D7<1700),D3:D7)) 

This formula returns the sum of all cells in the range D3:D7 
where the value is greater than or equal to 1,000 and less than 
1,700. You can include more conditions in the array formu- 
la if necessary. 


SUMMING THE n LARGEST VALUES IN A 
RANGE 

Cell D10 contains this formula: 
=SUM(LARGE(D3:D7,ROW(INDIRECT("1:2")))) 

This formula returns the sum of the two largest values in 
the range D3:D7. LARGE is an Excel function that will be 
evaluated twice, each time with a different second argument 
(that is, 1, 2). Also, if you wish to sum the n smallest values 
in a range, use the Excel SMALL function instead of the 
LARGE function. 


COMPUTING AN AVERAGE 

THAT EXCLUDES ZEROS 

Often the use of averaging commands is distorted by the pres- 
ence of zeros in the data. Zero may indicate that the transac- 

















STUD aaa FOIE 





Quantity Sold Sod 


Quanity Sod Price 





pate) Se 
1 
1 
| 
| 


Total | Taxes 


73) $18.00 
Et) $19.00 
73) $10.00 
76, $22.00. 


$1,314.00 
$950.00 
$730.00 


$1,672.00 | 
st72035 | 


$52.56 

$38.00 | 
$29.20 
$66.88 
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Define Name 


{0.04,0.01} 


tion is a different type, and that the calculation is not rele- 
vant. In many situations we wish to ignore zero values when 
determining an average. In D11 (Exhibit 6) the array formu- 
la =AVERAGE(IF(D3:D7<>0,D3:D7)) averages all nonzero val- 
ues in the range D3:D7. If you had used the Excel function 
=AVERAGE(D3:D7), you would have received the value 
1,133.07 rather than 1,416.34. 


COUNTING THE NUMBER OF 

DIFFERENCES IN TWO RANGES 

Arrays are exceptionally helpful in ascertaining difference con- 
ditions that might have significance. That’s especially true 
when performing internal controls, where consistency and 
agreement are essential. In Exhibit 7, cell E13 contains an 
array formula that compares corresponding values in two 
ranges (D3:D11 and E3:E11) and determines the number of 
differences that are greater than a specific value. The specif- 
ic value is in 113 ($2.00); think of this as a materiality thresh- 
old on the discrepancy, to separate out those that are trivial 
or caused by predictable events. If there are no differences be- 
tween the two ranges, the formula will return 0. When en- 
tering the data for this formula, both ranges must be the same 


000)": D7 <1700) D3 D7) ig 
va ca 

















"$1,314.00 








$1,416.34, 








size. (Refer to the downloaded file’s Differences worksheet.) 


IDENTIFY THE CELLS 

The previous array formula returned the number of differ- 
ences, but we also may want an itemized listing of those 
differences. To do that in the range F15:F23 enter this array 
formula: 

=LARGE($E$3:$E$ 1 1- 

$D$3:$D$1 1, ROW INDIRECT("1:"&$E$13))) 

The formula will return the six cells (see cell E13) that are 
of interest to us because their hourly rate increased by more 
than $2. To list in ascending order the six employees whose 
hourly rate has increased by more than $2 per hour, enter the 
following formula in E15 and copy it into the range E16:E23: 
=INDEX($B$3:$B$11,MATCH(F15,($E$3:$E$1 1)- 
($D$3:$D$1 1),0)) 


RETURNING THE LOCATION OF THE MAXIMUM 
VALUE IN A RANGE 

To return the row number of the maximum hourly rate in the 
range E3:E11, enter this formula in F26: 

=MIN(IF(E3:E1 1=MAX(E3:E1 1),ROW(E3:E1 1),"")) 

It would return the value 5. To return the address of the 
maximum value, use this array formula in G26: 
=ADDRESS(MIN(IF(E3:E 1 1=MAX(E3:E1 1),ROW(E3:E1 1),"")), 
COLUMN(E3:E1 1)) 

The value $E$5 will be returned. Obviously this task can 
be accomplished by eyeballing the data, but when you're deal- 
ing with hundreds of employees, Excel can do the job more 
effectively. 


DETERMINING WHETHER A RANGE 
CONTAINS VALID VALUES 

Many times we need to know whether the values in one 
range are contained in another. This could be used to un- 
cover fraud based on a “padded” payroll, for example. (Refer 
to the downloaded file’s Padded Payroll worksheet.) We 
could check for that by determining whether every employee 
receiving a check was also in the master list of employee 
names. Exhibit 8 demonstrates four array formulas that could 
do the job—that is, compare payroll names against a mas- 
ter list. 

Start by placing this formula in J2: 
=ISNA(MATCH(TRUE,ISNA(MATCH($B$2:$B$ 12,$A$2:$A$ 10, 
0)),0)) 

It will return either TRUE or FALSE. In this case it returns 
FALSE because there are names in the range B2:B12 receiy- 
ing payroll checks that are not in the range A2:A10 (the mas- 
ter list of employee names). 

Then, in J3 enter this formula: 
=SUM(1*ISNA(MATCH($B$2:$B$ 12,$A$2:$A$ 1 0,0))) 

It returns the value 4—the number of names receiving a 
payroll check that are not in the master employee list. 
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Next, to discover who these people are, enter this formu- As you can see, CPAs can use array formulas in many ways. The 
la in the range C2:C12: formulas do complex jobs in step-saving ways and are able to cull 
=SMALL(IF(ISNA(MATCH($B$2:$B$ 1 2,$A$2:$A$10,0)), ~— material that would otherwise consume long hours of searching. % 


ROW($B$2:$B$ 1 2),"""), ROW(INDIRECT("1:"&$J$3))) 
The formula returns the array of row numbers ofconcern. Paul Goldwater, Ph.D., is an associate professor of accounting at the 
And then in D2:D12 is the formula: University of Central Florida in Orlando, Fla. Timothy Fogarty, CPA, 

Ph.D., is an associate dean and a professor of accounting at Case 
=|NDIRECT(ADDRESS(C2,2)) Western Reserve University in Cleveland. Their e-mail addresses are 





It returns the names on the payroll checks. paul.goldwater@bus.ucf.edu and timothy.fogarty@case.edu, respectively. 
















1|Davalio ee 
2|Fuller |Andrew $51.18 $54.22 
ee ee 
4|Peacock Margaret : $34.60 $35.79 
Steven $53.39 $55.13 
6|Suyama i $57.94 


See ee 
8|Callahan 
9|Dodsworth 
Counting the number of differences in two rang 
Identify the 6 cells 
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AIGPA elite values 


Your AICPA membership comes with 
Elite Values and exclusive savings. 





This special program — for AICPA members only — offers savings on 
products and services you use every day, personally and professionally. 


Crazy’ - Special rates available for Life, Disability Genesys Conferencing 1-800-399-3942 
A e wi ~and Long Term Care: Discounted audio and Web conferencing 


1-800-223-7473 


- Professional and Employment Liability: HARLAND 1-800-873-9313 
1-800-221-3023 Discounted checks and business forms 
& for members and their clients 
AICPA -401(K) Plans: 1-888-401-5272 
me _ IRA Plans: 1-800-382-4272 1-800-654-2200 
Retirement Programs _ hte Free #1 Club Gold membership — 


and discounts of up to 20% 


1-800-981-7183 Reference CDP # 12353 


BizFilings” : Members and their clients can save 


- 10% off business formation-related 
_filing services lenovo. 1-800-426-7235, ext. 3373 


Up to 20% off on a wide variety of 
: ; products including ThinkPad™ notebooks 
. 1-847-991-7190, option 1 _and ThinkCentre™ desktops 


se: BlackBerry. Best deals available on Blackberry 


devices, software, accessories Office DEPOT 1-800-269-6888 


_ and support services Discounts up to 35% off 
- : 1-866-272-8472 1-888-386-2330 

CHASE fe Earn 1 reward point for every dollar pris 4 Business Continuity Planning — 
AICPA Personal - spent, a special one-time $25 me is 20% discount on Web-based readiness 
Platinum VISA® - account credit, no annual fee and assessment 
Credit Card - outstanding rates 

1-866-272-8472 i] Robert Half’ 1-888-744-4089 
AICPA Business Earn up to 3% cash back on qualified IRH] Management Resources Generous savings on temporary, full-time and 
VISA® Credit Card Coe aces : ee "Project Financia Protessioais ~—=—- SANIOF-level financial staffing services 

accoun 

_ outstanding rates 1-888-625-4988 

= enwoo Up to 40% off standard rates, bonus points, 
CHASE &)" 1-800-824-4313 room upgrades and late checkouts at 
) tech Low rates on credit card processing - Starwood Hotel properties 

A@YMENEECN services and no application fee Corporate Account # 69569 


| 1-800-945-8364 THOMSON : 1-800-950-1216 


Save up to 6% on Dell™ notebooks, eer _Up to 40% off select tax and accounting 
| desktops and more - research information products 





3 4-800-272-1210 
AP IIE : Bee ea a] Receive a 3-day vacation getaway with 
= ———— : 10% | 
_(up to 25% below competitors’ rates) a funded mortgage 





1-800-275-9376, ext. 272 
© Fidelity | eption 00h ae XEROX. Up to 20% off copiers, printers, fax machines 
Preferred Custody and Clearing Services _ and more 


® Save this guide for future reference. 
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Stay well—and 


well-financed—with an 


Choose the Right |" 
Health Care 


by Bart H. Siegel 


ven people in robust 

health, faced with the 

variety of tax-favored 

health spending accounts 
now available, can find the 
whirl of regulations and tax 
considerations dizzying. Three 
types of employer-sponsored plans 
offer tax advantages for out-of- 
pocket or other medical costs: 
flexible spending arrangements 
(FSAs), health reimbursement 
arrangements (HRAs) and health 
savings accounts (HSAs). Many 
employees, self-employed people 
and small business owners will turn 
to CPAs to sort out each plan’s 
intricacies and help them tailor one 
to their needs and resources. 


The good news: While income tax de- 
ductions for health care expenses may be 
limited by itemization thresholds or the 
AMT, contributions to health spending 
accounts generally are excluded from taxable 
income. Employees may use pretax dollars 
to make medical-care-related 

Healthy Outlays contributions, and self-em- 
Increased spending for ployed individuals are per- 
health care in recent years | mitted to take a deduction for 
has gobbled up about one- | health insurance premiums 


quarter of the growth in the 2 
economy. Health-related | ©" 2'7angements having the 


spending now amounts to | Same effect. 
more than three times the 


federal defense budget and | FLEXIBLE SPENDING 

twice what the nation de- | ARRANGEMENTS 
vores Te sunt FSAs are savings accounts 

ee Pople re! | funded from pretax earn- 


ings that people can use to, 
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‘Hig sh-Deductible 
ein Plans 


_ Ahigh-deductible health plan — 

| (HDHP),commonly referred to as 
“catastrophic” health insurance, has 

a deductible of at least $1,100 for 

individual or $2,200 for family 

_ coverage. The annual out-ofpocket 

| deductibles and copayments cannot 

exceed $5 ,200 (individual) or 

$11,000 (family). An HDHP may 

_have'“first-dollar coverage,” mean- 

| ing it has no deductible or only a 

small one, for preventive care. It also 

“may contain higher out-ofpocket 

| limits,copays and coinsurance for 

S out-of network services. 

Young, healthy individuals, who 

- traditionally incur few medical 

_ expenses, will find HDHP coverage 

available, but those with pre- 

| existing medical conditions and 

those over age 60 or in poor health 

will probably have difficulty — 

: getting underwritten. A physical 

_ exams required as part of the 

| underwriting procedure. 





pay qualified medical expenses. Contri- 
butions to FSAs (also commonly known 
as flexible spending accounts and alter- 
nately available to cover dependent care 
costs) typically are made through salary 
reduction. Distributions to reimburse em- 
ployees for qualified medical expenses are 


@ Health spending accounts 

_ offer opportunities for employ- 
ees to save and pay for health 
care with pretax contributions. 
Three basic types are flexible 
spending arrangements (FSAs), 
health reimbursement arrange- 
ments (HRAs) and health savings 
accounts (HSAs). 
 FSAs are typically funded by 
pretax payroll deduction and are 
subject to cafeteria plan regula- 


tions, including a “use-it-or-lose-it” 
rule that prevents carryover of 
unused amounts to future years, 
unless an employer has adopted 
a 2'/-month grace period pro- 
vision. COBRA provisions, how- 
ever, allow benefits to continue if 
an employee has a qualifying 
event such as termination of 
employment. 
 HRAs may accompany high- 
deductible health plan (HDHP) 


excluded from their income. Unlike an 
HSA (discussed below) an FSA need not 
be accompanied by a high-deductible 
health plan (HDHP) or other insurance. 

FSAs are subject to cafeteria plan 
regulations, which include a use-it-or-lose- 
it rule, so an account balance must be 
spent by the end of each plan year. Start- 
ing in 2005, however, the IRS authorized 
employers to amend their cafeteria plans 
to allow an optional 27/2-month grace pe- 
riod for expenses incurred after the end of 
the plan year. Therefore, advise your 
clients to base the amount they elect to 
have deducted from their pay on an annual 
budget of likely out-of-pocket expenses. 
These can include insurance deductibles 
and copays and even some over-the- 
counter medications and health supplies. 

Because an FSA is considered a group 
health plan under COBRA and the Health In- 
surance Portability and Accountability Act of 
1996 (HIPAA), though, it is not subject to 
use-it-or-lose-it in some circumstances. For 
example, under COBRA continuation-of- 
benefit rules, recently terminated employees 
may keep paying into their accounts. 
Although they must do so with after-tax 
dollars, the extension allows extra time to 
spend an accumulated balance that would 
otherwise be lost. An FSA is also subject to 
nondiscrimination rules governing self-in- 
sured medical reimbursement plans and is 
a welfare benefit plan subject to ERISA. 


HEALTH REIMBURSEMENT 
AARRANGEMENTS 

An HRA, as the name implies, reimburses 
employees for eligible expenses. As with an 
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reduction. 


coverage, and the employer and 
- employee may share the de- 
ductible’s cost. An HRA must be 
funded solely by the employer 
and cannot be paid for by salary 


FSA, those reimbursements are made from 
an untaxed account into which the employer 
pays. Unlike an FSA, the payment is not de- 
ducted from the employee's salary but is an 
additional benefit. It can be accompanied by 
an HDHP or other insurance plan, but does- 
n't have to be (see sidebar, “High-Deductible 
Health Plans”). If it is, the employer can pay 
the premiums of the HDHP and share the 
deductible’s cost with the employee. 

An HRA reimburses only qualified 
medical expenses and allows the carryover 
of unused amounts to later years. If the 
plan is used for nonqualified expenses, all 
amounts paid become taxable, including 
prior medical reimbursements. 


HEALTH SAVINGS ACCOUNTS 
An HSA allows your employees and clients 
to build tax-free assets to pay for medical 
care. Similar to an IRA, it allows eligible 
individuals under 65, their family members 
or employers to make annual tax- 
deductible contributions. An HSA is paired 
with an HDHP. The Tax Relief and Health 
Care Act of 2006 increased contribution 
limits this year to $2,850 for an individual 
or $5,650 for families, regardless of the 
HDHP’s deductible amount. The act also 
authorized rollovers from FSAs and HRAs, 
as well as a one-time rollover from an IRA. 
The latter must be a direct trustee-to- 
trustee transfer, however. Holders may tap 
the account to pay qualified medical ex- 
penses, with the payments not taxed as 
distributions. Money withdrawn for other 
purposes by account holders under 65 is 
subject to a 10% penalty. The account’s 
investments grow tax-free. 


designate a spouse as benefici- 
ary, and the account continues to 
be treated as an HSA after the 
death of the account holder and 
its transfer to the surviving 
spouse. 


HSAs allow tax-free invest- 
ment growth, and distributions 
for medical expenses aren't in- 
cluded in income. HSAs must be 
paired with an HDHP covering 
the account owner. Owners can 


Bart H. Siegel, CPA/PFS, CFP, 
CFE, is principal of Siegel Forensic 
Accounting and Consulting of 
Tampa, Fla. His e-mail address is 
bsiegel@tampabay.rr.com. 
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Exhibit 1 


Flexible spending 
arrangement 


Initial legislation Revenue Act of 1978 


or regulation 


Date effective 


Jan. 1, 1979 


Internal Revenue IRC sections 106 and 125 


Code reference 


Eligibility 


All employees except 
self-employed. 


Unreimbursed medical care 
expenses as defined by IRC 


section 213, but not premiums 


for health insurance coverage 
and long- term care a 


Expenses not covered ee 
IRC section 213. 


Health insurance pre 
under a continuation: 
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Health reimbursement 
arrangement 


U.S. Department of the 
Treasury revenue ruling 
2002-41 


June 26, 2002 
IRC section 105 


All employees 


Unreimbursed medical 
care expenses as defined 
ye i section 213. 


Expenses not covered 
under IRC section 213. 


not 


Health savings account 


Medicare Prescription Drug Act of 2003 
Greatly expands the former Medical Savings 
Accounts. 

Jan. 1, 2004 


IRC section 223 


Individuals under age 65 who have a high- 
deductible health plan. 


HSA distributions are tax-free if they are used to 
pay for qualified medical expenses including 
prescription drugs, qualified long-term care services 
and long-term care insurance, COBRA covera 
Medicare expenses (but not Medigap), and retiree - 
health expenses for individuals age 65 and older. 


Distributions made for any other purpose. 


ts contributed to an HSA. teone to. 


individuals and are completely portable Money 


nit stays in the account and ins 
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Account holders under age 65 must be 
covered under an HDHP but no other 
health policy providing any of the same 
benefits. 

Your clients can use an HSA to save for 
anticipated big-ticket services, such as or- 
thodontics, which may not be covered 
fully, or even at all, by other health plans. 
But it may be to your clients’ advantage to 
instead pay for medical bills out of pock- 
et and let their accounts’ investments ap- 
preciate. The account continues to be 
treated as an HSA after the death of the 
holder and its transfer to a surviving 
spouse, provided the surviving spouse is 
the designated beneficiary. 


“You're under no obligation to pay your . 


medical bill out of the HSA account,” says 
Martha Priddy Patterson, a director with 
Deloitte & Touche. “If you can afford not 
to, it’s smart.” 

Here’s an additional side benefit to your 
clients: Because they are paying for most 
of their health care out of savings, they’re 


Beret prose ay such i as rae olans 
"and | FSAs. www cpa2biz. com/ 
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likely to reduce costs by using medical care 
more judiciously. 

Clients can sign up for HSAs with 
banks, credit unions, insurance companies 
and other approved companies. As with 
IRA contributions, post-year-end contri- 
butions to HSAs made by the due date for 
the tax return for the prior year will be de- 
ductible. Many states also exempt HSA 
contributions from state income tax. 

Your client owns and controls the 
money in an HSA, including deciding how 
it is invested, except that it may not be in- 
vested in life insurance. But here are some 
restrictions to watch out for: 

@ Contributions over the limits are not 
deductible, and IRC section 4973 impos- 
es a 6% excise tax on the excess funds. 

@ Excess contributions by an employ- 
er generate taxable income to the em- 
ployee. 

i People may withdraw funds at any time 
for nonmedical expenditures, but distribu- 
tions not used for medical expenses must be 
included in income and are subject to a 10% 
penalty. When an individual becomes eligi- 
ble for Medicare, dies or becomes disabled, 
however, the funds may be used for any pur- 
pose without incurring the penalty (although 
withdrawals for nonmedical purposes are 
taxed as ordinary income). 

An HSA with an HDHP can offer sig- 
nificant savings over traditional insurance, 
especially if you don’t have—or lose— 
group coverage. For example, my wife left 
a company that provided our coverage. We 
received a notice, as a result of COBRA, 
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that we had the right to continue cover- 
age for a limited period as long as we 
assumed the employer contribution of the 
cost. Talk about sticker shock: Our 
monthly premiums rose from about $300 
a month to more than $1,200. Most indi- 
vidual policies with comparable benefits 
were similarly expensive. Then I priced 
HDHPs with a health savings account. 

First, I was pleased to find that as my 
annual deductible rose to $10,000, my 
monthly premium fell to $250 a month. 
After the deductible, the plan provided al- 
most 100% coverage. So compared with 
paying $14,400 annually in premiums, 
plus copayments, I found the HSA to be 
the obvious choice, before I even started 
analyzing the significant tax benefits. 

Next, I found that doctors often lower 
their fees when they know you are paying 
out of pocket. Prescription costs, although 
higher than health insurance copayments, 
were much lower than we expected. An 
HDHP may have contracted rates with 
medical providers like conventional in- 
surance plans, which also reduces out-of- 
pocket costs. 

Especially with recent changes ex- 
panding the flexibility of HSAs, the time 
has never been better for people to take 
charge of financing their health care and 
take advantage of the range of options. 
That’s where CPAs, as advisers in this 
increasingly important aspect of financial 
planning, can help point clients in the 
right direction, at the crossroads of health 
and wealth. ~ 
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endorsed by the AICPA Insurance Trust 


insurance plans available through the AICPA— 


Life for Individuals | Long Term Disability Income | Group Life for Firms | Group Variable Universal Life | Long Term Care | Medicare Supplement 
Excess Major Medical | Personal Liability Umbrella | Professional Liability | Employment Practices Liability | Automobile | Homeowners and Renters 





The Prudential Insurance Company of America issues this Term Life Insurance and is authorized to conduct business in all states and the District of 


details, including limitations and exclusions. Principal offices are 751 Broad Street, Newark, NJ 07102-3777, (973) 802-6000. The Plan Agent is Aon 
IFS A113920 ae Aik wiles Aa eae . Ed. 2/07 





s a financial professional, you know leaving your family prepared is an 
integral part of your family’s financial plan. One of the most important 
steps you can take to minimize the economic impact of your death is to 
purchase life insurance. But finding a plan that offers the coverage that you 
need at a price you can afford can be a daunting task. 


Affordable rates with the features you want 

Coverage under the CPA Life Insurance Plan, issued by The Prudential 
Insurance Company of America, offers important benefits your family may 
need to take care of financial obligations if you die. And with competitive 
rates, you won't have to search to find insurance that works with your 
lifestyle. CPA Life offers the options you want at an affordable cost. 


Eligible members may request up to $2 million in term life coverage— 
money your loved ones can use to meet everyday living expenses, pay off 
your home or send a child to college. What’s more, if you’re approved for 
coverage and are between the ages 45-79, you'll automatically pay Select 
Status rates—25%-50% lower than standard rates. 


Optional benefits for CPAs—delivered direct 
You may also be interested in CPA Life’s optional features. These options 
can provide you with $10,000 in Dependent Child Coverage; Accidential 
Death and Dismemberment coverage, which doubles your benefit should 
you die by accident, and Waiver of Contribution During Disability, which 
eliminates having to worry about paying premiums should you become 

- totally disabled before the age of 60. 


Opportunity for cash refunds 

CPA Life is offered as a benefit of membership in the AICPA. Every year, 
the money not used for claims or other expenses is paid to eligible Plan 
participants in a cash refund. These cash refunds, paid out of premium 
refunds received from Prudential by the Trust, can lower your costs even 
further. Although not guaranteed, cash refunds have been paid every year 
since 1958. 


Other convenient features 
= Online enrollment at www.cpai.com/life 
= No invasive medical testing 
2 Personalized, knowledgeable service 


Join over 180,000 of your fellow CPAs who have chosen CPA Life for their 
insurance needs. Visit www.cpai.com/life to learn more about the Plan or to 
apply online. 


Protecting your family’s future is a job you take very seriously. With coverage 
under the CPA Life Plan, it may just get a little easier. Call or click now to 
find out how we can help. 





‘Columbia, Guam, Puerto Rico and the United States Virgin Islands. Refer to the Booklet-Certificate for more 
‘Insurance Services, 159 E. County Line Rd., Hatboro, Pa. 19040-1218. Grp Contract Series 31300. AICPA 4004 
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THE RIGHT CHOICE 

Fortunately, the choice-of-entity question 
does not have to be answered absolutely. 
The majority of closely held businesses 
engage in more than one business activi- 
ty, and it’s possible to use a different entity 
for each. 

Owners of closely held businesses often 
ignore the structural barriers between 
entities (and sometimes between their 
business and personal activities); they tend 
to treat all the businesses as one entity. 
This can have significant negative reper- 
cussions, particularly for limited liability 
protection and income taxes. 

Issues CPAs need to consider when 
helping clients choose an entity, listed in 
Exhibit 1, can be organized into four 


Tax and nontax issues make for 
complicated decisions. 


by Gregory A. Porcaro 


™\ electing the right entity for its operations is an important issue 
for every business—and every CPA who’s called on to help 
clients decide. Whether a corporation or a limited liability 
company (LLC) is the better choice is not always obvious. The 
selection involves numerous legal and tax issues and should involve 
the client’s or employer's attorney. CPAs must consider all the facts and 
alternatives and, above all, understand the client’s objectives. This article 
highlights key differences between types of corporations and LLCs that 
are treated as a partnership for tax purposes. 
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categories: capitalization, compensation, 
profit and loss allocation, and distributions. 


CAPITALIZATION 

For a corporation, the contribution of 
property solely in exchange for at least 
80% of the corporation’s stock generally 
is tax-free under IRC section 351. From 
the standpoint of capital structure, C cor- 
porations and LLCs offer more flexibility 
than S corporations, which are subject to 
statutory restrictions on their classes of 
stock and the number and type of stock- 
holders. Depending on the client’s objec- 
tives and goals, these restrictions can have 
a critical effect on the choice-of-entity 
decision. For example, if the organizer of 
a new business plans to raise equity cap- 
ital that provides a fixed rate of return and 
limited liquidation rights, an S corporation 
would not be appropriate. 











Tax rate exposure 
_ Use of losses 
Compensation package 
Complexity 
State tax issues 











The basis of property contributed to a 
corporation under section 351 is equal to 
the contributor’s basis at the time, plus any 
gain recognized from excess liabilities or 
the receipt of property other than stock 
(such as a note). In certain situations, the 
corporation’s basis can be limited to the 
property’s fair market value. If the assets 
are encumbered by liabilities that exceed 
their basis, the contributor must recognize 
gain equivalent to that excess under IRC 
section 357(c). This gain recognition may 
be avoided if the contributing stockhold- 
ers also contribute a bona fide note (with 
a fair market value equal to the difference) 
to the corporation. The important point is 
that the issue must be addressed when the 
initial capitalization takes place. 

Sometimes, to attract or retain a key 
person, a corporation must issue stock in 
exchange for services. That normally results 


EXECUTIVE SUMMARY 


Selected Issues Affecting 
Choice of Entity 


_ Sale of business/liquidation | Limited liability protection 

Capital structure 

Stockholder and buy-sell agreements 
Type of business/investment activity 
State law 


in taxable income to the recipient equal to 
the stock’s fair market value—unless the 
stock is subject to a substantial risk of for- 
feiture, as described by IRC section 
83(a)(1). If IRC section 351 applies, it may 
be possible to avoid this result if the re- 
cipient exchanges some form of property 
for the stock, such as a customer list or 
other intangible asset. In general, revenue 
procedures 2001-43 and 93-27 state that 
an exchange for a profit-only interest in an 
LLC does not give rise to taxable income. 
However, in May 2005, the IRS issued pro- 
posed regulations that treat the exchange 
of a profit-only interest for services simi- 
larly to an exchange of corporate stock— 
see proposed Treasury Regulation 1.761-1. 
And for S corporations, the basis of the as- 
sets contributed becomes the basis of the 
contributor’s stock for purposes of using 


losses that may pass through in the future. % 


_@ When advising clients on the 


_ choice of business entity, CPAs __ 


should consider the advantages 
and disadvantages of each type. 
If more than one entity is in- 
_ volved, CPAs should also deter- 
_ mine whether clients can deal 
with the complexity of the result- 
ing structure. — 
i The many issues to consider 
"can be organized into four cate- 
gories: capitalization, compensa- 
tion, allocation of profits and 
_losses, and distributions. 
_ Mi From the standpoint of capi- 
_ tal structure, C corporations and 
LLCs offer more flexibility than S 


corporations, which are subject 
to statutory restrictions. 

& Compensation within corpo- 
rations is affected by the number 
of shareholders and their involve- 


-ment in the corporation’s busi- 


ness. Consider whether there are 
one or multiple shareholders, 
whether the shareholders each 
own the same amount of stock, 


whether they perform services 


and how fringe benefit plans are 
set up. 

@ For both C and S corpora- 
tions, reasonableness of com- 
pensation is an issue. For C cor- 
porations, the question is 


whether a shareholder/employ- 
ee’s salary is too high relative to 
any dividends paid. For S corpo- 
rations, the question is whether 


the salary is too low in relation to 


distributions. 


™® The ability to use losses is _ 


often critical in the choice of a 
business structure. In general, be- 
cause third-party debt may create 
basis for members, LLCs provide 
better opportunities for passing 
through losses than do S corpo- 
rations for their shareholders. 

8 The tax treatment of distribu- 
tions may vary, depending on the 
type of entity making the distribu- 


tion, the type of entity receiving it 
and the type of property being 
distributed. Property distributed 
from a C corporation is generally 
taxed to the recipients; distribu- 


tions to S shareholders are sub- 
_ ject to rules that follow a specified 


order. For LLCs, cash and proper- 
ty distributions are generally tax- 
free (to the extent of basis), but 
there are many exceptions. 


Gregory A. Porcaro, CPA/ABV, 
MST, is with the firm Otrando, 
Porcaro & Associates Ltd. in 
Warwick, R.I. His e-mail! address is 
gporcaro@opacpa.com. 
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In many situations, capital is contributed 
with a loan to the corporation. When 
advising organizers whether to receive 
stock or debt, CPAs should consider: 

@ Will there be more than one stock- 
holder? 

@ Will all the stockholders be equal? 

gw Will stockholders contribute prop- 
erty of equal value? 

@ Will the entity be an S corporation or 
a C corporation? 

m Will stockholder distributions be 
made? 

The answers to the first three questions 
revolve around the difference in rights 
between a stockholder and a creditor. For 
example, if three individuals intend to be 
equal stockholders but one of them 
contributes $100,000 more in cash than 
the others, that stockholder should receive 
a note for the excess, possibly secured by 
corporate assets. The decision to make an 
S corporation election does not change this 
conclusion. 

Because of the S corporation basis rules 
under IRC section 1366, the debt-vs.- 
equity question carries important tax 
ramifications. S corporation stockholders 
can use debt basis for deducting losses, but 
subsequent repayment of the debt results 
in the recognition of taxable income, 
which in many cases comes as a surprise. 
On the other hand, C corporation stock- 





holders are better served by holding debt, 
because generally they can receive non- 
taxable loan payments, regardless of the 
corporation’s profits or losses. In general, 
barring any legal issues, S corporation 
stockholders should choose to receive 


stock in exchange for capital. 

Dividend distributions to stockholders 
of a C corporation represent after-tax cor- 
porate earnings and are subject to tax at 
the stockholder level (generally at a 15% 
rate). A C corporation may be the appro- 
priate entity in situations involving a com- 
plex capital structure designed to provide 
investors with a specified rate of return. If 
preferred stock is issued, the rate of return 
will not include appreciation in the value 
of the company, unless it is convertible into 
common stock. In general, distributions to 
S corporation stockholders are not taxable. 
However, S corporation distributions must 
be made on a pro rata basis to all stock- 
holders, including liquidating distribu- 
tions (see “Distributions” below). 


COMPENSATION 

How compensation is structured can have 
both tax and nontax effects on the choice 
of entity. Members of an LLC cannot be 
treated as employees. Therefore, to design 
a compensation plan other than one based 
solely on ownership, an LLC’s operating 
agreement must provide for guaranteed 
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payments. (Other issues regarding LLC 
members’ exposure to self-employment tax 
on their share of allocated earnings are still 
evolving and beyond the scope of this 
article.) Corporate stockholders can be 
treated and compensated as employees and 
are subject to payroll tax withholding. In 
a corporate environment, many nontaxable 
fringe benefits (such as health insurance 
and retirement plans) can be offered only 
to employees; therefore, it is critical that 
stockholder/employees’ compensation is 
properly reported on form W-2. 

At the most fundamental level, the 
structure of compensation is affected by 
the number of stockholders and their 
involvement in the corporation’s business. 
Typically, a sole-stockholder C corporation 
structures compensation to reduce taxable 
income on the corporate level, thereby 
reducing the stockholder’s future exposure 
to double taxation. This is true despite the 
fact that qualifying dividends are current- 
ly subject to a 15% federal tax rate. 

But a sole stockholder of an S corpo- 
ration may structure compensation to 
increase corporate taxable income that will 
pass through to him or her, thereby 
reducing exposure to Social Security taxes. 
Due in part to a Treasury Inspector General 
Report issued in 2002, the IRS has 
increased its focus on S corporation com- 


pensation vs. distributions to sharehold- 
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ers. Overall, a C or S corporation provides 
a familiar compensation structure. 

In a multistockholder corporate envi- 
ronment, the following issues affect com- 
pensation vs. distribution: 

m Do all stockholders own the same 
amount of stock? 

mAre all stockholders performing 
services to the corporation? 

m How are fringe benefit 
designed? 

C corporations offer more flexibility, 
such as a deferred compensation benefit 
and stock option plan. In general, as a 
pass-through entity, an S corporation can- 
not offer deferred compensation; the fact 
that the salary is not currently deductible 
increases the amount of income that flows 
through to shareholders. S corporations 
can offer stock options, provided they do 
not create a second class of stock. 

In both C and S corporations, CPAs 
also must be concerned about the reason- 
ableness of compensation. For C corpo- 
rations, the question is whether the 
stockholder/employee’s salary is too high 
in relation to any dividends paid. For S 
corporations, the question is whether the 
stockholder/employee’s salary is too low in 
relation to distributions. Exhibit 2 lists 
relevant factors for each type of entity. 


plans 


AALLOCATION OF PROFITS 
AND LOSSES 


Another decision is whether to create a 


flow-through entity such as an S corpora- 
tion or LLC. C corporations are subject to 
corporate tax rates on the first $75,000 of 
taxable income, which are lower than an in- 
dividual would pay with a flow-through en- 
tity. Individuals considering organizing a C 
corporation, however, should be aware that: 

m Personal service corporations, such as 
medical practices, are subject to a flat 35% 
tax rate. 

m Multiple C corporations, commonly 
owned by up to five persons who own 
more than 50% of the corporations’ voting 
stock and value, must allocate the C 
corporation tax brackets among the 
corporations. 

= Except for personal service and farm- 
ing businesses, C corporations with gross 
receipts exceeding $5 million cannot use 
the cash-basis method of accounting. 

An S corporation’s profit and loss is 
allocated to its stockholders on a per-share, 
per-day basis, based on stock ownership. 
In general, LLCs offer greater flexibility in 
allocating profits and losses among mem- 
bers, provided the allocation has substan- 
tial economic effect (as defined in IRC 
section 704). This is a complex topic, but 


basically, profits and losses must be allo- 
cated in a way that mirrors the economic 
risk of each LLC member. 

The ability to use losses generated by 
a pass-through entity often is a critical con- 
sideration when choosing a structure. In 
general, S corporations do not offer as great 
an opportunity to use losses as LLCs. 

Both S corporations and LLCs limit 
interestholders’ ability to use losses that 
pass through to their basis in the entity. 
CPAs must help clients or employers prop- 
erly document their basis in either form of 
entity. For example, if an individual has a 
stock basis of $50,000 and allocable loss- 
es of $75,000 in an S corporation or LLC, 
only $50,000 of losses can be used to off- 
set other income, assuming the at-risk 
(IRC section 465) and passive activity loss 
(IRC section 469) rules do not apply. 

The distinction between S corporations 
and LLCs turns on the definition of basis. 
Inan S corporation, basis is defined as cap- 
ital in the form of stock and direct stock- 
holder loans. Third-party debts, personally 
guaranteed or not, do not create basis. But 
many forms of third-party debt do create 
basis for an LLC member. If, in the 
example in the preceding paragraph, the 
entity borrowed $25,000 from a person- 
ally guaranteed business line of credit, an 
S corporation stockholder could still 
deduct only $50,000 of losses. But an LLC 


member could deduct the entire $75,000 % 
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Accounting Practice Sales 
has grown to be America’s #1 
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loss, because his or her basis would in- 
clude the personally guaranteed debt. 


DISTRIBUTIONS 
The entity’s stockholder or operating agree- 
ment should specify the amount and timing 
of distributions of property or cash. This is 
particularly important to a minority inter- 
estholder. The tax treatment of a non- 
liquidating distribution is determined by 
the type of entity making the distribution, 
the type of entity receiving it and the type 
of property being distributed. Property 
distributions from either C or S corpora- 
tions trigger a recognized corporate-level 
gain to the extent the fair market value of 
the property distributed exceeds its basis. 
The value of the property distributed from 
a C corporation is included in the gross in- 
come of the recipients (possibly subject to a 
15% tax rate) if the 90-day holding period for 
individuals and the dividends-received de- 
duction requirements for corporations are 
met. This inflexible structure is one of the 
principal reasons corporations generally are 
considered the wrong type of entity for own- 
ing appreciable property, such as real estate. 
The income-tax treatment of S corpo- 
ration distributions of cash or property (at 
fair market value) to shareholders, on the 
other hand, follows a specified order. First, 
distributions are not taxable to the extent 
of the corporation’s undistributed earnings 
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_ For more information or to make a 
purchase, go to www.cpa2biz.com or 
call the Institute at 888-777-7077. 


(its accumulated adjusted account); then 
they are considered a return of capital, to 
the extent of the recipient’s basis in the S 
corporation stock; and finally, any excess 
is treated as a capital gain. 

At first glance, the ability to make non- 
taxable distributions appears attractive. 
However, CPAs must caution clients that 
their exposure to taxation is based on their 
allocable share of profits. It is possible to 
have income allocated to a stockholder 
and reported on a schedule K-1 without 
a corresponding distribution of cash or 
other property. This problem can be 
eliminated (or at least mitigated) with a 
well-drafted stockholder agreement. 

The distribution rules for LLCs, mean- 
while, are deceptively simple. In general, 
cash and property distributions are tax-free 
to the extent of the member's basis in the 
LLC. However, there are numerous ex- 
ceptions, as shown in Exhibit 3, depend- 
ing on factors such as the type of proper- 
ty being distributed, to whom it is being 
distributed, when it was contributed to the 
LLC and by whom. In addition, subchap- 
ter K, which governs the tax treatment of 
LLCs, provides various rules for deter- 
mining the basis of distributed property as 
well as the property retained by the LLC. 

One significant advantage LLC/partner- 
ships enjoy over corporations is the ability to 
adjust the entity’s basis in assets retained if a 
gain or loss is recognized due to a distribu- 
tion from the LLC (IRC section 734) ora sale 
of an LLC interest (IRC section 743). A part- 
nership can make this election, which applies 
to all subsequent transactions and cannot be 
revoked without the IRS's consent. The elec- 
tion is provided by section 754. However, the 
American Jobs Creation Act of 2004 requires 
a mandatory basis adjustment if the built-in 
loss amount exceeds $250,000. 


A PATH TO THE FUTURE 

When CPAs are helping their clients or em- 
ployers through the maze of entity selection 
options, they must consider numerous is- 
sues. Some involve what the client is plan- 
ning to do in the immediate future; others 
require looking into the distant future. This 
decision also may be dramatically affected by 
future changes in business and tax law. ¢% . 
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PRACTITIONERS NEED TO CONSIDER THE RISKS 


CPAs Volunteering | 
at Nonprofits 


ecause of their business and financial acumen, CPAs 

are often asked to serve as board members or offi- 

cers of nonprofit organizations. While this can be 

a satisfying experience, they should be aware of the 

numerous requirements applicable to nonprofits. 

Failure to adhere to these rules can subject officers 
and board members to penalties, and may even jeopardize an or- 
ganization’s tax exemption. 


TAX-EXEMPT STATUS 
Numerous nonprofits qualify for an exemption from federal 
income taxes; many are also eligible to receive deductible con- 
tributions. This status is crucial. If lost, the nonprofit’s income 
would be subject to federal income tax, donors would be un- 
able to deduct contributions (making 
fundraising difficult, if not impossible) and 
state and local tax exemptions (especially for 
property tax) would be unavailable. 

A CPA looking to work with a nonprofit 
should take special care to assess the orga- 
nization’s records (articles of incorporation, 
bylaws, etc.) and operations, to ensure that 
the entity has properly established its exempt 
status and continues to maintain it. 


ESTABLISHING EXEMPT STATUS 
A nonprofit’s articles of organization must 
limit its activities to tax-exempt purposes. It 
cannot be empowered to carry out any sub- 
stantial nonexempt activities. 

The CPA should check the entity’s ex- 
empt status paperwork. Application for exemption is gener- 
ally made by filing IRS form 1023; some small nonprofits (and 
churches) need not file this form. 


Notice to Readers: 


Members of the AICPA tax section may subscribe to The Tax 
Adviser at a reduced price. Contact Judy Smith at 202-434- _ 
9270 for a subscription to the magazine or to become a 
member of the tax section. oe 


98 8S Corporations: interaction of the AMT 
and § Corporation Basis Rules (Port Ht} = 


1 0 6 Employee Benotits & Pensions: 
Current Developments (Port It) 





The practitioner should also review the IRS determination 
letter the organization received. Often, the service will grant 
public charity status under an advance ruling, in which the or- 
ganization will be deemed a public charity for five years; at the 
end of this period, it will need to show that it has truly been 
publicly supported. 


MAINTAINING EXEMPT STATUS 

In addition to being created properly, an entity must be oper- 
ated exclusively in accordance with its exempt purposes. 
Although it must be primarily engaged in its exempt mission, 
insubstantial other activities should not jeopardize exempt status. 

No private inurement. No part of the organization’s net 
earnings (or operations) can accrue to the benefit of private 
shareholders or individuals. This area 
poses the greatest risk of inadvertent non- 
compliance. 

Technically, any inurement, regardless of 
amount, can trigger the loss of exempt status. 
However, because such a punishment is 
drastic, intermediate sanctions (excise 
taxes) were created to penalize those specif- 
ically responsible, yet allow the organization 
to keep exempt status. 

These sanctions apply to excess benefits 
provided to disqualified persons. General- 
ly, these are persons in a position to exert 
substantial influence over the organization. 
Excess benefits are economic benefits pro- 
vided by a nonprofit to a disqualified per- 
son, in excess of the value of the services 
provided by such person. In addition, organization managers 
who knowingly participate in providing a disqualified person 
with an excess benefit may also be subject to sanction. 

For a discussion of the tax risks and issues facing nonprof- 
its, see “A Tax Primer for CPAs Volunteering at Nonprofit Or- 
ganizations,” by Mark Cowan, J.D., CPA, and Denise 
English, Ph.D., CPA, CIA, in the March 2007 issue of The Tax 
Adviser. 
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—Lesli S. Laffie, editor 
The Tax Adviser _ 
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TAX MATTERS 


TAX BRIEF 


ON THE LINE FOR A PHONE TAX 
REFUND? 

re your clients using the standard 

formula for their refund of federal 

excise tax (FET) on long-distance 
phone service? The IRS made it easy: Just 
compare the FET rates on phone bills for 
April and September 2006—before and 
after phone companies quit collecting the 
tax on anything other than local service— 
and multiply the difference by the total 
spent on phone bills for the 41 months the 
refund covers. 

Maybe that’s a little too easy, say con- 
sultants offering “FET recovery” services. 
For many enterprises, the actual excise 
tax paid is more than double the amount 
the formula allows, says John Manickam 
of Wingspread Business Support Services 
of Raleigh, N.C. (www.wingspreadbss.com). 
Details are available in The Handbook 
for Telecommunication Federal Excise Tax 
Refund, by Manickam and Michael S. 
Plude, CPA, which is available for 
$65.99 as a book or download from 
www.fet-refundhandbook.com. 
Telecommunications expense manage- 
ment companies also offer the service. 
Although the refund can be claimed only 
on 2006 returns, businesses that used the 
formula may find it worthwhile to file an 
amended return with actual tax paid, 
Manickam said. 


TAX CASE 


LOAN PREMIUM NOT LIABILITY 
any taxpayers have been able to 
reduce their taxes in transactions 
involving contingent liabilities, 

leading Congress to change subchapter C 

and the Treasury Department to change 

the regulations under IRC section 752. In 

July 2006, a district court reviewed the 
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Of the 49 states that imposed a tax on smok 


(MST), nine of them taxed per unit, wh 


taxes on sales price. 
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definition of a liability and Treasury’s abil- 
ity to make regulations retroactive and 
ruled in favor of the taxpayer. 


St. Croix Ventures and Rogue 
Ventures, single-emember LLCs, each 
borrowed $41.7 million from a bank at 
17.97% interest. They each received the 
principal and a $25 million “loan premi- 
um” in exchange for the above-market 
interest rate. The loans required interest 
for seven years and repayment of princi- 
pal at the end of the period. The LLCs 
agreed to pay a declining penalty if they 
repaid the loans early. Each LLC invested 
its total amount, $66.7 million, in 
Klamath LLC and Kinabalu LLC, respec- 
tively, for 90% partnership interests. The 
partnerships assumed the debt. Several 
months later, St. Croix and Rogue with- 
drew from the partnerships. The partner- 
ships repaid the debt and distributed cash 
to the LLCs. The IRS classified the $25 


million loan premium as a liability; the 
taxpayer disagreed. 

Result. The court first decided 
whether the loan premium was a liability 
for purposes of IRC section 752. At the 
time of this transaction, in 2000, the reg- 
ulation did not define a liability. Prior 
cases—Helmer v. Commissioner and Long v. 
Commissioner—held that contingent lia- 
bilities are not liabilities for purposes of 
section 752. A contingent liability is one 
that is not fixed; it does not become a 
liability until it becomes fixed or liquidat- 
ed. Since the loan premium was not 
repayable unless the loan was prepaid, 
and that event was not certain to occur, 
the loan premium was contingent and not 
a liability, 

The government also argued the con- 
tingent amounts had to be classified as 
liabilities to maintain the equality of 
inside and outside basis. The court 
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acknowledged that much of partnership 
taxation is designed to maintain this 
equality. However, it does not always 
exist. In fact, the government has argued 
against equality when it was in its interest 
to do so. Therefore, the court rejected the 
need for equality when a disparity served 
the taxpayer's interest. 

The final issue was whether Treasury 
Regulation section 1.752-6, issued June 
24, 2003, could be applied retroactively 
to affect the outcome of the case. 
Regulations are not generally applied 
retroactively, but they can be. Before 
examining the general rules for retro- 
active regulations, the court said the level 
of deference accorded an interpretive 
regulation. was less than for a statutory 
regulation. Since the court ruled the 
regulation was interpretive, it considered 
the general rules for retroactive regu- 
lations. The court listed four items that 
affected the decision: (1) whether the 
taxpayer was reasonable in relying on 
prior law or policy; (2) whether Congress 
implicitly approved the prior law by 
re-enactment of relevant code sections; 
(3) whether retroactive application 
would cause equal taxpayers to be taxed 
differently; and (4) whether retroactive 
application would result in a harsh 
outcome. The court concluded that fac- 
tors 1, 2 and 4 favored the taxpayer and 
3 was neutral and denied retroactive 
application of the regulation. 

In May 2005, the 
Department issued final regulation 
section 1.752-7, which approaches con- 
tingent obligations differently than the 
regulation in question in this case and 
the approach taken for corporate tax- 
payers. This case is still relevant for the 
definition of liabilities and the retroac- 
tivity of regulations. 

@ Klamath Strategic Investment Fund 
LLC v. United States, 440 FE Supp.2d 608; 
98 AFTR2d 2006-5495 (DC Tex., 2006). 


Treasury 


Prepared by Edward J. Schnee, CPA, PhD, 
Hugh Culverhouse Professor of Accounting 
and director MTA program, Culverhouse 
School of Accountancy, University of 
Alabama, Tuscaloosa. 


TAX CASE 


PERSONAL LOAN GUARANTEE 
NOT BASIS 

osses from an S corporation flow 
| tees to its shareholders, who 

can deduct’them on their individ- 
ual tax returns as long as they have suffi- 
cient basis to absorb them. Economic 
outlays such as capital contributions and 
loans by a shareholder to an S corporation 
will increase a shareholder's basis. Gener- 
ally, loan guarantees, pledges of collateral 
and other forms of indirect borrowing are 
not considered economic outlays. The 
Eleventh Circuit Court of Appeals creat- 
ed an exception in Selfe v. U.S., 778 F2d 
769, in which a taxpayer borrowed money 
and later loaned that money to her newly 
formed S corporation. The corporation 
then assumed her liability for the loan, but 
the bank required the taxpayer to person- 
ally guarantee its repayment. The court 
permitted a basis increase because of the 
loan guarantee, since the substance of the 
transaction showed she was the primary 
obligator on the loan. 

Last year, the Sixth Circuit refused to 
apply the Selfe exception to a case in 
which the taxpayer cosigned on the loan 
but the bank never sought payment from 
him. 

William Maloof was the sole share- 
holder of Level Propane, Petroleum @ 
Gases Co., which borrowed $4 million 
from a bank. Maloof personally guaran- 
teed the loans by pledging all of his stock 
in it and other S corporations and a $1 
million insurance policy on his life. Level 
Propane defaulted on the loan and was 
forced into bankruptcy, but the bank did 
not demand payment. From 1990 to 
2000, Level Propane sustained large loss- 
es. Maloof increased his basis by $4 mil- 
lion because of the loan guarantee and 
then deducted the losses on his individual 
return. The IRS took the position that no 
increase in basis was warranted, disal- 
lowed the losses and assessed a tax defi- 
ciency against him. Maloof petitioned the 
Tax Court. 

Maloof argued that his personal guar- 
antee of the loan and the pledging of his 


stock and insurance policy constituted 
economic outlays that increased his basis. 
The Tax Court rejected this argument, 
stating the bank never sought his person- 
al assets for repayment of the loan. The 
taxpayer also argued he had an economic 
outlay because he incurred a “cost” when 
he lost control of the corporation. No evi- 
dence was presented supporting any loss 
of control, nor was any evidence offered 
that measured a cost related to that loss. 
Finally, the taxpayer argued that, in sub- 
stance, he had borrowed the money and in 
turn transferred it to the corporation and 
that the holding in Selfe should be fol- 
lowed. The court ruled the Selfe holding 
did not apply because Maloof never per- 
sonally borrowed any money and the 
bank never sought any payments from 
him (see “Tax Matters,” JofA, Mar.06, 
pages 78-79). Maloof appealed to the 
Sixth Circuit. 

Result. For the IRS. The appeals court 
said Maloof’s basis could be increased if the 
corporation was indebted to him or if he 
had incurred a cost evidenced by an 
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economic outlay. The loan agreement 
clearly showed the corporation as the bor- 
rower, and the corporation would be 
indebted to him only if he used personal 
assets to pay the corporate loan. Even 
though the taxpayer cosigned the loan, the 
bank never sought his assets for repayment. 
Based on this, the court concluded Maloof 
never incurred any type of economic outlay. 

This decision marks another defeat 
for taxpayers attempting to increase their 
S corporation’s stock basis with a loan 
guarantee. It should also be noted that 
if the taxpayer had shown that the loan 
was his, the interest payments made by 
the corporation to the bank on his behalf 
would be constructive dividends. He 
still would have had some additional tax 
liability. 

@ William H. Maloof v. Commissioner, 
456 F3d 645. 


Prepared by Charles J. Reichert, CPA, pro- 
fessor of accounting, University of Wisconsin, 
Superior. 


TAX CASE 


FULL DEDUCTION ON MEAL 
REIMBURSEMENTS 
nder IRC section 274(n), employ- 
| ers generally may deduct only half 
their reimbursements to employees 
for meals and entertainment. But employ- 
ee-leaseback arrangements—notably in the 
trucking industry—have mapped a route 
through the section's several exceptions. 
Many smaller trucking carriers use a 
professional employer organization (PEO) 
to reduce their costs. One PEO, Transport 
Labor Contract/Leasing (TLC), in 2004 had 
5,563 driver-employees leased to 453 
trucking company clients. TLC paid per 
diem reimbursements to its drivers and 
billed its trucking company clients for these 
amounts. In 2004 the Tax Court said TLC 
was subject to the 50% limitation because 
it, rather than the trucking companies, was 
the “common-law employer.” Although the 
trucking companies made recommenda- 
tions on which drivers to hire, the Tax 
Court noted that TLC screened and elimi- 


nated some candidates and retained the 
right to lease a driver to any of its trucking 
clients. TLC appealed to the Eighth Circuit. 

Result. For the taxpayer. If the reim- 
bursement is wages, the 50% limitation is 
on the employee, but the limit shifts to the 
employer for expense reimbursements. 
However, an employer can escape the 
limit if the payments qualify under the 
IRC section 274(e)(3) exception, because 
they are “paid or received by one per- 
son...under a reimbursement or other 
expense allowance arrangement with 
another person other than an employer.” 
The appeals court said TLC qualified for 
this exception because it was the employ- 
er performing services for a “person other 
than an employer” under a proper reim- 
bursement arrangement. 

The Eighth Circuit also said it did not 
disagree with the Tax Court’s decision in 
Beech Trucking, 118 T.C. 428 (2002), in 
which the Tax Court applied the limitation 
to a trucking company that was the 
common-law employer. But when a PEO is 
the employer, it should qualify for the 
exception if it can substantiate a “reim- 
bursement or other expense allowance 
arrangement” as defined by 1.62-2(c) 
through (f) of the Treasury Regulations. The 
trucking company, not the PEO, actually 
bore the expense and thus should be sub- 
ject to the limitation, the appeals court said. 

If the PEO is the common-law employ- 
er, it can escape the limitation by qualify- 
ing for the section 274(e)(3) exception. 
And if the PEO is not the employer, it also 
should escape, because the limit will be 
applied to the trucking company, as in 
Beech. The only way for a trucking com- 
pany to escape the limit under the Eighth 
Circuit's approach is to argue that the PEO 
is the common-law employer and that the 
reimbursement arrangement or account- 
ing does not qualify under the regulations. 

@ Transport Labor Contract/Leasing Inc., 
98 AFTR 2d 2006-6143. 


Prepared by R. Dan Fesler, CPA (inactive), 
CIA, CMA, professor of accounting, and Larry 
Maples, CPA (inactive), Alumni Professor of 
Accounting, Tennessee Technological University, 
Cookeville, Tenn. “ . 


i eeeeeeeeeSSSSSsSSSSSSSSSSsSSeSSeSeSeeee 


Nurture 


i 
le 


pe 


. 


= 
oo 


2 : additional revenues and 
_ maximize your profitability. 





Join the AICPA Personal Financial Planning (PFP) 
Membership Section now and receive resources, 
tools and checklists that save you valuable time during 
tax season and enhance your service to your clients. 


To learn more about the benefits of membership, 
visit aicpa.org/PFP. 


50 Certified 0324-395 














Technology Q&A 


by Stanley Zarowin 


Excel translates a date into a day...Change Word's format defaults...Power to the traveler... 
Make reading easier for those with dyslexia...Straighten a bent plug-in pin... 
What | learned from two readers...Shortcuts 


EXCEL TRANSLATES A DATE INTO A DAY 
™, | have a delivery schedule in an Excel file, and on 
a regular basis I have to determine the day of the 
# week of a future date. Does Excel have a way to 
Sx, speed the operation? 
I asked a colleague, and he surprised me with a simple 
solution. 

Highlight the target cells, click on Format, Cells and the 
Number tab. Then click on Custom. In the box in the Type 
column, type dddd for the full name of the week and ddd for 
abbreviated names... 

















3/1/07 Thu 
3/4/07 
3/20/07 Tue 
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CHANGE WORD’S FORMAT DEFAULTS 





as the font and tab settings—and my computer keeps telling 
me I can’t change my Normal.dot characteristics. .I even went to 
Help (F1) and followed the instructions, but no luck there either. 
Help! 
I think I know what you're doing wrong. Let’s back up a bit. 
Your goal is to change Word’s Normal.dot; that’s the template 
for all new Word documents created on your computer. If you 
try to create a document and name it Normal.dot, your computer 
will flash this screen: 


Micresoft ee we 


There are two ways to change 
your Normal.dot. | think when you 
tried to open the. existing 
Normal.dot, you probably did not 
open the real one. For example, if 
you do a search in Explorer, you'll 


probably find a few of them—each 
in a different location. The one you 
want is in C:\Documents and Settings\ 
Your user name\Application Data\ 
Microsoft\Templates\Normal.dot. When 
you change that file and save it, it will 
be your new default. 

There’s another way to change 
the default, which some users 
believe is easier: Open a new docu- 
ment and click on Format, Styles 
and Formatting, bringing up this 
screen: 





























































If you right-click on Normal, a new screen appears with a 
Modify button. Click on it and use the Modify Style screen that 
appears to change the Normal.dot defaults. When done, click on 
OK and you have a new, custom Normal.dot default. 


ment’s format settings) by clicking on the 
Zoom icon (see screenshot). 

If you don’t have that icon on your tool- 
bar, click on Tools, Customize and under the 
Commands heading, grab the Zoom icon (see screenshot) and 
drag it onto the toolbar. Do the same for Excel. 

Enlarging the spacing be- 
tween lines of type helps, too. I 
find two-line spacing too much 
and one-line spacing too little, 
but hidden among Word's little 
formatting adjustments is 1.5- 
line spacing, which I find just 
right. To access it, click on 
Format, then Paragraph and 
the Indents and Spacing tab. 
Under Line spacing, click on 
the down arrow to engage Mul- 
tiple, and then dial the spacing 
to 1.5 (see screenshot). 

For convenience, you can place the Line spacing icon in your 
toolbar (see screenshot). 

However, that icon is well-hidden: 
Look under the Commands tab and 
under Format; it’s the next-to-last icon 
in the lengthy list. 





POWER TO THE TRAVELER 

I travel a lot and one of my great frustrations is searching 

for a free electrical outlet in an airport to recharge my lap- 
top and cell phone. Suggestions? 

There’s a product for people like you. The XPower Power- 

Source Mobile 100, a pocket-size rechargeable lithium-ion 
battery, can recharge a laptop to run 
for two hours, a cell phone for 
12 hours or a BlackBerry for 
34 hours. It can be recharged 
300 times before the battery 
needs replacement. It comes with 
two sockets for USB cords and has a 
standard AC outlet so you don’t need any 
additional adapter plugs. The $129 device 
weighs about a pound. (Details: www.xantrex.com.) 











MAKE READING EASIER FOR THOSE WITH 
DYSLEXIA 
I have a mild case of dyslexia, which, among other things, 
makes reading a little difficult, especially reading the small, 
crowded type in spreadsheets. Do you have a recommendation? 
I have several. Most people with dyslexia or light-sensitive 
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| Enclose Characters... 
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seers ste 
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eyes find text on a white background—whether on a com- q / 2.5 
puter screen or paper—somewhat difficult to read. Adding a faint _ Horizontal in Vertical... 30 
yellow tint to the page cuts down the reflected glare and makes ” combine Gleraders.. ‘ aN 

More... 





focusing easier, whether or not you have eye problems. 

In Word, add the tint by clicking on 
Format, Background and then the 
color marked by the arrow (see screen- 
shot). 

In Excel, first highlight the entire 
worksheet by pressing Ctrl+A, then 
click on the Fill Color (paint bucket) 
icon and then the light yellow panel 
(see screenshot). 

For help reading printed material, buy an 872-by-11 yellow- 
tinted transparent plastic sheet at an office supply store and lay 
it over what you're reading to remove the glare. 

Another problem is the 
type size. While you can’t do 
anything about printed mate- 
rial, you can adjust the com- 
puter’s font size quite easily. 
Although I generally use 12- 
point type, for ease in reading 
I enlarge my personal view 
(without changing the docu- 







No Fill 


2 
< 
28 


4 Two Lines in —— 
| = Line spacing | > 


“{ Toggle Character Code 


HS 





STRAIGHTEN A BENT PLUG-IN PIN 
Although I’m not particularly handy, that doesn’t stop me 
from tinkering inside my computer and setting up periph- 
erals. However, when I have a cable or a component with plug- 
in pins and make one false move when I’m trying to insert it, a 
pin gets bent. How can I get it straight? 
First, I salute your independence and courage. Simply empty 
the lead from a 7-millimeter mechanical pencil and gently in- 
sert the bent pin in the hollow tip to straighten it. It works every time. 






Gill Effects... 
___ Printed Watermark... 


WHAT I LEARNED FROM TWO READERS 

In the September column (page 80), I reported on an Excel short- 
cut for putting the equal (=) sign in a formula. Ron Freeman, CPA 
(inactive), accounting manager for CityForest Corp. of Ladysmith, 
Wis., suggested another way: Put the equal sign in the toolbar 
for easy access. 





March 2007 Journal of Accountancy 77 





es ECHNOLOGY 06s 





To do that, click on Tools, Customize, 
the Commands tab and then on Insert. 
Far down on the drop-down list are all the 
basic arithmetic functions (see screenshot). 
Drag the ones you want to the toolbar. 


Equal Sign 
Plus Sign s 
_ Minus Sign 


_ Multiplication sont 
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Someone else recently asked me why this screen sometimes 
pops up when he closes some, but not all, Excel files—even when 
he doesn’t make a change in the spreadsheet: 


@xiuiiatee 
frankly, I did- 
n't know. But 
reader Alan 
Hyde, a CPA 
at the Park West Gallery in Southfield, Mich., went searching on 
Microsoft’s Knowledge site and discovered that when you close 
any worksheet with a volatile function—such as SUMIF NOW, 
TODAY or OFFSET—the ominous screen will be triggered 
whether or not you changed anything. So rest assured that the 
screen’s appearance is not a sign of trouble. 





SHORTCUTS 

@ Windows: Alt+F4 to close and quit file. 

@ Windows: Alt+Space to display the main window’s System 
menu. From the System menu you can restore, move, 


resize, minimize, maximize or close the window. 

@ Windows: Alt+Tab to switch between open programs. 

@ Windows: Ctrl+Esc to open Start menu. 

@ Windows: Shift+Delete to delete item permanently. 

m@ Word: A quick way to open Page Setup: Double-click on 
the horizontal or vertical ruler. 


Stanley Zarowin, a former JofA senior editor, is now a contributing editor to the 
magazine. His e-mail address is stanley.joatech@gmail.com. 


Do you have technology questions for this column? Or, after reading 
an answer, do you have a better solution? Send them to contributing 
editor Stanley Zarowin via e-mail at stanley.joatech@gmail.com or by 
regular mail at the Journal of Accountancy, 220 Leigh Farm Road, 
Durham, NC 27707-8110. 

Because of the volume of mail, we regret we cannot individually 
answer submitted questions. However, if a reader’s question has 
broad interest, we will answer it in a forthcoming Technology O&A 
column. 

On occasion you may find you cannot implement a function | 
describe in this column. More often than not it’s because not all 
functions work in every operating system or application. | try to test 
everything in the 2000 and XP editions of Windows and Office. It's 
virtually impossible to test them in all editions and it’s equally difficult 
to find out which editions are incompatible with a function. | 
apologize for the inconvenience. 








Find guidance on applying the ere 
rules of SFAS No. 109 





A Whole New Ballgame! 


Objectives: 

e Apply the complex rules of SFAS No. 109 

e |dentify and classify deferred tax assets and deferred tax liabilities 
e Apply the provisions of FIN 48 to uncertain tax positions 





Accounting for Income Taxes — Applying SFAS No. 109/FIN 48: 


With the FASB’s June 2006 issuance of FIN 48, it is essential that all tax professionals become active participants in the process of deferred 
taxes. In addition to applying this complex standard to many common differences between financial accounting and tax compliance, you must 
now identify uncertain tax positions and apply specific criteria to recognize, measure and disclose these positions in financial statements. 
You'll gain sound knowledge of the theory of deferred taxes and how it can be applied to practical situations. Many examples are included. 


e Utilize a five-step approach for complex situations, 
including intraperiod tax allocations 
e Compute the valuation allowance 





Order your copy today. Visit 
www.cpa2biz.com/store 
for more information on AICPA 
CPE self-study courses. 


QUALITY ASSURANCE SERVICE 


Field of Study: Accounting & Auditing Text 
Level: Intermediate 
Recommended CPE Credit: 
Text — 12; DVD/Manual — 14 


AICPA is registered with the National Association of State Boards of Accountancy as a Quality Assurance Service (QAS) sponsor of continuing professional education. 
Participating state boards of accountancy have final authority on the acceptance of individual courses for CPE credit. Complaints regarding QAS program sponsors may 
be addressed to NASBA, 150 Fourth Avenue North, Suite 700, Nashville, TN 37219-2417. Web site: www.nasba.org 


DVD/Manual 
732792J5SA03 182791JAO3 
AICPA Member $145.00 AICPA Member $185.00 
Nonmember $181.25 Nonmember $231.25 





Www.epa2biz.com 
888.777.7077 
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“Implementation of the new 
standards may require auditors 
to change their approach and 
perhaps the nature of the audit 
procedures performed. We 
believe that these standards, 
with support from the AICPA, 
will allow members to find ways 
to improve the effectiveness of 


their audit engagements.” 


Chuck Landes, 
AICPA Vice President, 
Professional Standards 


and Services 
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New Risk Assessment 


( Auditing Standards 


AICPA Guidance and Resources 


The AICPA's Auditing Standards Board issued eight Statements on Auditing Standards related to 
risk assessment. These Statements provide guidance on assessing and responding to risks of 
material misstatement in a financial statement audit. They also provide guidance on planning and 
supervision, the nature of audit evidence, materiality and evaluating the audit evidence obtained. 


To provide support in implementing the standards, AICPA has developed resources in a variety of 
formats to best meet your needs: 


> Assessing and Responding to Audit Risk in a Financial Statement Audit 
The Audit Guide provides both authoritative guidance and tools to assist in understanding 
and applying the audit risk standards. 
2006 Paperback 1-Year Online Subscription 
012456JA03 WRAXX12JAO3 
(log onto www.cpa2biz.com/AlCPAresource for details) 


> Understanding the New Auditing Standards Related to Risk Assessment — Audit Risk Alert 
This new Audit Risk Alert highlights key issues, areas of concern and helps identify differences 
between the new audit approach and the current audit approach. 
2006 Paperback 
022526JAO03 


Find implementation guidance and earn CPE credit with: 


> Auditor’s Risk Assessment Process: Tackling the New Risk Assessment SASs 
Ideal for on-site staff training or individual self-study. 
Text DVD/Manual 
732990JA03 182990JA03 


> Risk Assessment Standards — Understanding the Entity and Assessing Risk 
Earn CPE credit while learning how to implement the changes to your risk assessment process. 
CD-ROM 
738800hsSJAO3 


Also available in the AICPA store: 
> Risk Assessment Suite of Standards (SAS Nos. 104-111) A handy compilation of all eight standards. 
2006 Paperback O060704JA03 


For more information on AICPA’s resources for implementation 
guidance and to order, visit: 


www.cpa2biz.com/risk 


888.777.7077 
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atkine CPE Credits: 16 
PAN!) 


Conference Highlights: 


e Step-by-step approach to successfully understand, 
implement and execute the Balanced Scorecard 


e How to translate strategy into operational terms 


: ¢ Review organizational and individual alignment 


methods to get your RO! 


> @ How to manage and execute strategy with data 


driven decisions 


e Small, intimate sessions that allow for hands-on 
training and in-depth discussions 


Tax Strategies for une High-Income Individual 





CPE Credits: Up to 18 (main conference) 
and up to 8 (optional workshops) 


Pre-Conference Optional Workshops: 
Sunday, April 29 


Business Valuation School 





Also being held in: 
Lewisville (Dallas), TX 
August 20-24, 2007 


CPE Credits: Up to 45 





CPE Credits: 40 





Photographs © Las Vegas News Bureau; SACVB; SACVB, Al Rendon; Jeff Greenberg/NYC & Company, Inc. and 
New Orleans Metropolitan Convention and Visitors Bureau. Photographed by Richard Nowitz. 


: Conference Highlights: 


> © Income tax update 

: e Recent developments impacting real estate 
: @ Hot Topics — Panel Discussion 

: © Families, money and CPAs 

: e Estate tax update 

: © Donor advised funds 


e Tax strategies for closely-held business clients 


:  FLP update 
: © Federal tax legislative update 


: Conference Highlights: 


¢ Get an introduction to valuation, an understanding 
of research and analysis and the asset approach 

e Learn the income approach and cost of capital/rate 
of return 

e Discuss the market approach, discounts 
and premiums 

e Uncover types of reports, valuation standards 
and tax-related valuations 


: © Work through a full-day comprehensive case study 


: Conference Highlights: 


© Strategic problem solving with other professionals 
through NBS simulation 
e Hands-on training based on actual case studies 


ie Expert instruction and practical applications 


— geared to CPAs 


: © Class discussion of hot topics including stock 


options, internal controls and late-breaking 
regulatory developments 

° Guidance on accounting, auditing, taxation, lending, 
technology, government regulations and more 










CPE Credits: Up to 22 (main conference) 
and up to 8 (optional workshops) 


Sunday, May 20 and Wednesday, May 23 


CPE Credits: Up to 25 (main conference) 
and up to 7 (optional workshops) 


Pre-Conference Optional Workshops: 
Sunday, June 3 


Pre- and Post-Conference Optional Workshops: 


JOAJA03 


: Conference Highlights: 

: @ The new Pension Protection Act 

- @ New SAS (103-112) 

: © Complex investments (pensions) 

: ¢ Enforcement 

: © Procedural prudence 

: ¢ 409a disclosure and SEC proxy disclosure 

: @ IRS increased review on Exec. Comp. 

- @ Updates on Employee Benefit Audit Quality Center 


: Conference Highlights: 
e Pre-Conference Workshop: Sole Owner Retreat 
: © Pre-Conference Workshop: Leadership and You 
: e Keynote — David G. Thomson: 


Blueprint to a Billion 


e Behavioral Profile of a Liar: Fraud 
- e Closing Your Doors to Bad Clients 


Serving Your Aging Clients: Retirement Planning and 


ElderCare/PrimePlus Services 





a seo 
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CPE Credits: Up to 16 (main conference) 
and up to 8 (optional workshops) 


Wednesday, June 6 and Saturday, June 9 





Pre- Conference Optional ee 
ee, June 19 


Pre- and Post-Conference Optional Workshops: 


: Conference Highlights: 

: © Communicating Habits 

e Bill What You’re Worth 

- © Designing a Retirement Portfolio 

- @ Integrating the Retirement Plan Into the 


Estate Plan 


¢ Legal Tools 


Small Business | 
Practitioners’ Tax Forum 
duly 16-17, 2007 
_ InterContinental Hotel Buckhead 


| Atlanta, GA : 
Pre-Conference Optional Workshops: 


Sunday, July 15 
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AICPA...Where to Turn 


Below are commonly requested phone numbers and e-mail addresses for key areas, programs and initiatives at the Institute. 


AICPA/CPA Logo Contacts 
AT GPA OG Ome nesta enaic mig eo aie Rep ermie aCe meee ate nn Gh 919/402-4440 
CPA Accessory Collection (Big Game Outfitters) ............ 212/596-6299 
SPAM Socrates 212/596-6114 
ANE PARRY OBO TEQUESIS cin... teraree eetemind cts ticle ne ewe 212/596-6107 
AI CPAWROUMGATOM Ai. cia ncgs aun ereRe TRS clear ionean cick Jesslyeen cee siya? 212/596-6225 
AICPA Political Action Committee (AICPA PAC) ............ 202/434-9276 


Academic and Career Development 


Education Programs, Products) wen senacece.:.cen+ sane. 919/402-4006 
Recruiting Materials for the Profession ..................-. 919/402-4014 
Accounting and Auditing Publications ..................2.... 201/938-3794 
Accounting and! Review: Services: {.jsric seme ee re ae ets eee 212/596-6250 
ACCOUNTS A Gand srr ty tent rae ermtetiter See scone api ech te te 212/596-6167 
Be ie ce ag oer aed Oe a Boe ER eae Re oe aS www.pcfr.org 
Advertising (Journal of Accountancy, The Tax Adviser) 
Classified Adspu nas bates iyo uaate ses tuetitenyth. aft Waly araainelicd 800/237-9851 
Displayp Ads pre sac icc teren ociss hick atch taavshaeh fuen-iSeRh eye uch #2 919/402-4886 
Antifraud & Corporate Responsibility 
Resource: Center hry laces yer een oe a ener eet www.aicpa.org/antifraud 
Audit & Accounting Technical Information Hotline ............ 888/777-7077 
Audit Committee Effectiveness Center ........... www.aicpa.org/audcommcetr 
Audit Quality Centers: 
GontertomAuditOtalitven tec smn seer keene aaa 202/609-8120 
ps Cespmeths Beers: sgh eS Shoe Rune eats LiseusmauGieee Kites clea ata soon www.thecaq.org 
Se potehocica tte Searcher ewe Ag Sminr ar Lt ee Rea te ant www.aicpa.org/cpcaf 
Employee Benelitiblan, say). aidsapear siacia ein coat eee ine 202/434-9253 
Aenea aciewn waktahpe wesc goede ieeeche re sta vee ha sce Suvi ate www.aicpa.org/ebpaqce 
Govermmcn tale iar ateionaeen eateries este. tite 202/434-9259 
Seen aimee ence aie shri ne ccickotAGiny Severe tayat ak cted www.aicpa.org/gaqc 
Auditing Standard syed veces Ment sete UNTO yoo is.6 Siete ares 212/596-6032 
Benevolentikund erin sericea cnet easine sts shaking is 866/527-2228 
Spee ote eae Naber also eee abe oerteeteee wld ah Rs the ok 919/490-4315 
Committee-Appomtments 132) i peat eerie net anen ces kas 212/596-6097 
Mpc teenie te volunteers@aicpa.org and http://volunteers.aicpa.org 
Commuittee’ Reimbursements oso 5.. 1a etait: tae asingletary@aicpa.org 
Competency Self-Assessment Tool .................. www.cpa2biz.com/CAT 
Copyright Permissions ............... www.copyright.com/firsttimeusers.asp 
CPA Client Bulletin, CPA Client Tax Letter ................2...- 888/777-7077 
GPA Nettersm@hededitorial)  & Ps ee ee. ke eigen ae 212/596-6112 
Credentials and Technical Member Sections .................. 201/938-3828 
Accredited in Business Valuation credential................. aby@aicpa.org 
Business Valuation/Forensic & Litigation Services ........ BV-FLS@aicpa.org 
Certified Information Technology Professional credential ..... citp@aicpa.org 
Information Technology Services ................00005 infotech@aicpa.org 
Personal Financial Planning Services ...................05. pfp@aicpa.org 
Personal Financial Specialist credential .................... pfs@aicpa.org 
Examinations (Uniform CPA Exam) ..............--.05- Www.cpa-exam.org 
Federal Legislation (non-tax congressional matters) ............ 202/434-9205 
Federal Regulatory Matters (non-tax-related) ................. 202/434-9253 
Financial Literacy Campaign........ www.aicpa.org/financialliteracy/index.asp 
SLSR pirate basmea ped Aeiarsanr ert atavace eames vores financialliteracy@aicpa.org 
GeneraliGonnselixes st tana ence ents perineal hai tems 212/596-6245 
2 MEE Rae mec Te hye ne nine a INS Be esas neh rmiller@aicpa.org 
Goyermment Member, Inguities tec «4:0 nce eee ee eee 212/596-6085 
Industry Member Programs, New Finance..................-- 919/402-4816 
international Technical Relations: 2.) 9. iret nates vis Jaws ne 212/596-6048 
Joint Trial Board (disciplinary actions) ....................00 212/596-6101 
RS eri eee ta ckane@aicpa.org and www.aicpa.org/pubs/cpaltr/discipli.htm 
Journalof Accountancy, (editorial) fee antshrsenil- «see seein: 919/402-4449 
Library (University of Mississippi) ...........-...0000eeeeeue 866/806-2133 


se Ree Ake re reece rhe Am ete egere. bt teense aicpalib@olemiss.edu 
i Rage aN Se nene Rn ls ob aceite www.olemiss.edu/depts/general_library/aicpa 








MediatRelations'= 5 viva ayer cea erret ols ee stances oreieeemanefcc eee: 212/596-6106 
Member Conimiunicatons maar aye iret ieee ate eae eee 212/596-6117 
Member Service Center (9:00 a1m.—6:00 p.m., ET) ............. 888/777-1077 


(to update mail, e-mail addresses, membership information,* and pay dues, 

register for conferences, obtain Web support including CPA2Biz.com, inquire 

about purchases or subscriptions, and general membership/service inquiries) 
shavers RE See ga eh RS Re ae een ae service@aicpa.org 


Fax nti ben eset. a nya crccsg eee ee ee Rees 800/362-5066 
Minority Initiatives! so \:)- 2 srs, ts aeeneGteuhs ena ee meer ete teaees 919/402-4006 
PCPS—member section for local, regional firms .............. 800/CPA—FIRM 

(Small firmassties) ws. «0.5 chigatts, sega ences el ale oe eee eee ae 212/596-6039 
Péer Rewiew 2S. ox55 shen cls cee Dee 888/817-3277 
Political Action ‘Committee 28 chee ee eee 202/434-9276 
Practicing: GPA ine (editorial) 22 .e.eers tye eee ieee 201/938-3502 
Professional Ethics, Ethics!Hotline 2.05. 4saee seen ee eee 888/777-7077 

Behavioral or Independence Issues ...............--+----- 201/938-3179 

Technical Standard‘Isswesxn ce. cee eee ee 919/402-4921 
Professional}Publications!)..4 4am eiaene Oe eee ieee eee ee 201/938-3794 
Specialized Publications): :2.7:1.sseye eae ee 201/938-3795 
State Legislation’ 7,2).00.2 8s dma seen eee oe one 202/434-9201 
qax Adviser, Phe: (editorial): are tae at: ee. eeee aay eae 201/938-3445 
Tax'Services’ Member: Sections. occ gees s oils: Scie oe ae ee 202/434-9270 
Work/Life and Women’s Initiatives ................2...0--00- 919/402-4006 


Member Elite Values Program 


Insurance Programs 
Automobile 
Catastrophe Major Medical 
Commercial Property & Liability 
Disability 
Group Life for Firms 
Group Variable Universal Life 


»+......WWw.Ccpa2biz.com/elite 


877/999-3626 
888/294-0028 
866/283-7127 
800/223-7473 
800/223-7473 
800/223-7473 
866/366-4607 
800/223-7473 
800/223-7473 
800/957-3195 
800/223-7473 
800/221-3023 


Life (Member/Spouse) 
Long-Term Care 
Medicare Supplement Plan 
Personal Liability Umbrella 
_ Professional Liability, CPA EmployerGard 
Retirement Programs 
Nationwide Financial 
T. Rowe Price (IRAs) 
Audio Conferencing (Netspoke Genesys) 
BlackBerry (RIM) 
Business Formation Services (BizFilings.com) 
Car Rental (Hertz, CDP #12353) 
Checks and Business Forms 
(AICPA Checks and Forms from Harland) 
Computers (Dell Corporation) 


888/401K—CPA 

800/38—AICPA 

800/399-3942 
www.blackberryforthecpa.com 
800/981-7183 

800/654—2200 


800/873-9313 
800/945-8364 
800/426-7235, ext. 3373 
800/824-4313 
800/824-4313 
800/854-4772, option 400 
800/272-1210 

888/625-4988. | 
800/MEMBERS 


Credit Card (Chase) 

Credit Card Processing (Chase) 

Custody and Clearing Services (Fidelity) 

Home Mortgages and Equity Loans (Wells Fargo) 
Hotels (Starwood Hotels & Resorts Worldwide) 
Overnight Delivery (DHL) 

Prism e-Solutions 


Professional Placement (Robert Half) 
Tax Research Material (RIA Group) 
Xerox Corporation (#0706109) 


800/950-1216 
800/275-9376, ext. 272 


* You can change your address and employment information online through www.aicpa.org/about/dues.htm, or e-mail, mail or fax the intormation to the Member 
Service Center. In either case, The CPA Letter and Journal of Accountancy will automatically be notified. You can also update your e-mail address account information 


online at www.cpa2biz.com. 


NEW JERSEY (EWING) NEW JERSEY (JERSEY CITY) NEW YORK 
Parkway Corporate Center Harborside Financial Center 1211 Avenue of the Americas 
1230 Parkway Avenue 201 Plaza Three New York, NY 10036-8775 


Ewing, NJ 08628 
(609/671-2930) 


Jersey City, NJ 07311-3881 
(201/938-3000) 


(212/596-6200) 


NORTH CAROLINA WASHINGTON, D.C. AICPA/PDI TEXAS 
220 Leigh Farm Road 1455 Pennsylvania Avenue, NW 1720 Lakepointe Drive 
Durham, NC 27707-8110 Washington, D.C. 20004-1081 Suite 117 


(919/402-4500) (202/737-6600) Lewisville, TX 75057-6425 


(888/247-3277) 


eee 


82 Journal of Accountancy March 2007 








-EXPOSURE DRAFTS OUTSTANDING 


(This list was compiled as of Feb. 1, 2007. For exposure drafts issued after that date, consult The CPA Letter. 
Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 
































Issue Comment 

Date Title or Description Deadline 

FASB 

12/8/06 _ Disclosures About Derivative Instruments and 3/2/07 
Hedging Activities—an amendment of FASB 
Statement No. 133 

10/9/06 ~— Not-for-Profit Organizations: Goodwill and Other 1/29/07 
Intangible Assets Acquired in a Merger or Acquisition 
(an amendment of FASB Statement No. 142) 

10/9/06 ~— Not-for-Profit Organizations: Mergers and Acquisitions 1/29/07 

1/25/06 _— The Fair Value Option for Financial Assets and 4/10/06 
Financial Liabilities (including an amendment of 
FASB Statement No. 115) 

9/30/05 _— Earnings per Share—an amendment of FASB Statement 11/30/05 
No. 128 (revision of Exposure Draft issued 12/15/03) 

8/11/05 _— Accounting for Transfers of Financial Assets—an 10/10/05 
amendment of FASB Statement No. 140 

6/30/05 _—_ Business Combinations—a replacement of FASB 10/28/05 
Statement No. 141 

6/30/05 Consolidated Financial Statements, Including 10/28/05 
Accounting and Reporting of Noncontrolling 
Interests in Subsidiaries—a replacement of ARB No. 51 

4/28/05 The Hierarchy of Generally Accepted Accounting 6/27/05 
Principles 

AcSEC (AICPA) 

6/19/03 _—_ Proposed Statement of Position, Allowance for Credit 9/19/03 
Losses 

12/17/02 Proposed Statement of Position, Clarification of the 3/31/03 
Scope of the Audit and Accounting Guide Audits of 
Investment Companies and Accounting by Parent 
Companies and Equity Method Investors for Investment 
in Investment Companies 

ASB (AICPA) 

7228/06 Proposed Statement on Quality Control Standards: 9/30/06 
A Firm’s System of Quality Control 

1/19/06 _- Proposed Statement on Standards for Attestation 5/19/06 
Engagements: Reporting on an Entity’ Internal 
Control Over Financial Reporting 

5/9/05 Proposed Statement on Auditing Standards: 6/27/05 
Amendment to Statement on Auditing Standards No. 
69, The Meaning of Present Fairly in Conformity 
with Generally Accepted Accounting Principles, for 
Nongovernmental Entities 

ARSC (AICPA) 

12/1/06 _ Elimination of Certain References to Statements on 5/18/07 
Auditing Standards and Incorporation of Appropriate 
Guidance Into Statements on Standards for Accounting 
and Review Services 

New additions appear in bold type. 



































Issue Comment 

Date Title or Description Deadline 

OTHER (AICPA) 

12/13/06 Proposed Revisions to AICPA/NASBA Uniform S/15/07 
Accountancy Act Section 23 

10/16/06 Proposed Statement on Standards for Valuation 12/15/06 
Services, Valuation of a Business, Business 
Ownership Interest, Security, or Intangible Asset 

9/8/06 Omnibus Proposal of Professional Ethics Division 11/8/06 
Interpretations and Rulings 

12/30/05 Proposed Statement on Standards for Tax Services No.9, 8/31/06 
“Quality Control” 

3/7/01 Statement on Standards for Continuing Professional 8/1/01 
Education Programs 

SEC 

6/26/02 Framework for Enhancing the Quality of Financial 9/3/02 
Information Through Improvement of Oversight 
of the Auditing Process; Release Nos. 33-8109; 
34-46120; 35-27543; IA-2039; IC-25624 

5/10/02 _— Disclosure in Management’ Discussion and Analysis 7/19/02 
about the Application of Critical Accounting 
Policies (Release Nos. 33-8098; 34-45907) 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 33-8090 

4/12/02 Form 8-K Disclosure of Certain Management 6/24/02 
Transactions; Release No. 34-45742 

2/18/00 SEC Concept Release: International Accounting 5/23/00 
Standards 

1/21/00 Supplementary Financial Information 4/17/00 

GASB 

12/29/06 Accounting and Financial Reporting for Intangible Assets 3/23/07 

12/15/06 Pension Disclosures—an Amendment of GASB 
Statements No. 25 and No. 27 2/28/07 

10/20/06 Fund Balance Reporting and Governmental Fund 131/07 
Type Definitions (Invitation to comment) 

8/14/06 Elements of Financial Statements 11/17/06 

4/28/06 Accounting and Financial Reporting for Derivatives 7/28/06 
(Preliminary Views Document) 

IFAC 

1/4/07 Practical Experience Requirements—Initial Professional 3/31/07 
Development for Professional Accountants 

12/29/06 Proposed Revised Section 290 of the Code of Ethics 4/30/07 


for Professional Accountants, Independence—Audit 
and Review Engagements, and Proposed Section 291, 
Independence—Other Assurance Engagements 
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MESS EXPOSURE DRAFTS OUTSTANDING 





Comment 
Deadline 


4/30/07 


Issue 
Date 


12/22/06 


Title or Description 


Proposed Revised and Redrafted International 
Standard on Auditing ISA 580 (Revised and 
Redrafted), Written Representations 


12/22/06 Proposed Revised and Redrafted International 4/30/07 
Standard on Auditing ISA 540 (Revised and Redrafted), 

Auditing Accounting Estimates, Including Fair Value 

Accounting Estimates, and Related Disclosures 

Proposed Withdrawal of ISA 545, Auditing Fair Value 


Measurements and Disclosures 


12/22/06 Proposed Redrafted International Standard on 3/31/07 


Auditing ISA 230 (Redrafted), Audit Documentation 





12/22/06 Proposed Redrafted International Standard on 3/31/07 


Auditing ISA 560 (Redrafted), Subsequent Events 


12/22/06 Proposed Redrafted International Standard on 3/31/07 
Auditing ISA 610 (Redrafted), The Auditor's 


Consideration of the Internal Audit Function 


12/22/06 Proposed Redrafted International Standard on 3/31/07 
Auditing ISA 720 (Redrafted), The Auditor's 
Responsibility in Relation to Other Information in 


Documents Containing Audited Financial Statements 


12/1/06 Strategic and Operational Plan, 2007-2009 2/28/07 


11/22/06 Proposed Amendmentto International Public Sector 
Accounting Standard, “Financial Reporting Under 
the Cash Basis of Accounting,” “Financial Reporting 
Under the Cash Basis of Accounting-Disclosure 


Requirements for Recipients of External Assistance” 


381/07 


11/15/06 Proposed Drafted International Standards on 2/15/07 
Auditing ISA 320 (Revised and Redrafted), 

Materiality in Planning and Performing an Audit 

ISA 450 (Redrafted), Evaluation of Misstatements 


Identified During the Audit 
11/15/06 Proposed Redrafted International Standard on 2/15/07 
Auditing Proposed ISA 260 (Revised and Redrafted), 
Communication With Those Charged With Governance 
11/8/06 


Defining and Developing an Effective Code of Conduct 2/16/07 








Issue Comment 

Date Title or Description Deadline 

10/26/06 Proposed International Public Sector Accounting 2/28/07 
Standard, “Employee Benefits” 

10/18/06 Proposed International Public Sector Accounting 2/28/07 
Standard, “Impairment of Cash-Generating Assets” 

3/24/06 Proposed International Standard on Auditing 600 7/316 
(Revised and Redrafted), “The Audit of Group 
Financial Statements” 

2/28/06 Accounting for Heritage Assets Under the Accrual 6/30/06 
Basis of Accounting 

9/23/05 Improvements to International Public Sector 181/06 
Accounting Standards 

9/23/05 Equal Authority of Paragraphs in IPSASs 181/06 

2/4/05 Proposed International Public Sector Accounting 6/15/05 
Standard, “Financial Reporting Under the Cash Basis of 
Accounting—Disclosure Requirements for Recipients 
of External Assistance” 

1/20/04 —- Accounting for Social Policies of Governments 6/30/04 

FASAB 

10/23/06 Accounting for Social Insurance, Revised 4/16/07 
(Preliminary Views) 

8/1/06 Proposed Interpretation: Items Held for Remanufacture 10/16/06 

6/7/06 Proposed Statement of Federal Financial Accounting 8/5/06 
Concepts: Definition and Recognition of Elements of 
Accrual-Basis Financial Statements 

GAO 

6/9/06 Government Auditing Standards, 2006 Revision 8/15/06 

PCAOB 

12/19/06 Proposed Auditing Standard—An Audit of Internal 2/26/07 


Control Over Financial Reporting That Is Integrated 
With an Audit of Financial Statements 


At the present time, most PCAOB exposure drafts have very short comment 
periods. A list of outstanding PCAOB exposure drafts is available online at 
www.pcaobus.org. 


INFORMATION 


The initials stand for he following organizations. Exposure drafts are available Ae at tthe Web eee 2 
below or copies may be obtained at the address in aN (unless otherwise indicated). hig 


FASB— 
: Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, 
CT 06856-5116); also available online at www.fasb.org 


Governmental Accounting Standards Board (Order Department, 
Governmental Accounting Standards Board, 401 Merritt 7, ei 
RO. Box 5116, Norwalk, CT 06856-5116); also available ouilisie at! 
www.gasb.org 


American Institute of CPAs (American Institute of Certified Public 
Accountants, 220 Leigh Farm Road, Durham, NC 27707-8110. 
AICPA publishes exposure drafts exclusively on the Web at 
www.aicpa.org, Print copies are not available. 


-GASB— 


International Accounting Standards Board (International Accounting 
Standards Board, 30 Cannon Street, London EC4M 6XH, United 
Kingdom), also available online at www.iasb. org 


International Federation of Accountants (International Federation of 
Accountants, 545 Fifth Avenue, 14th Floor, New York, NY 10017); 
also available online at www.ifac.org 
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Financial Accounting Standards Board (Order Department, Financial ‘SEC— 





Securities and Exchange Conan cena and ae Sher 
Commission, 450 Sth Street, N.W., ‘Washington, DE BRR 
also available online at WWWSEC.gov_ 


FASAB— Federal Accounting Standards Advisory Board (F (Rederal ‘Accou ting, ca 


_ Standards Advisory Board, 441 G Street, N.W,, Suite 6814, aa 
Washington, DC 20548); also available online at www.fasa 


U.S. Government Accountability Office (Government Auditing — : 
Standards Comments, Marcia B. Buchanan, U.S. General ee 
~ Office, Room 5089, 441 G ie ae Mahi ton, DC gees 
‘WWW.ga0.g0V 
PCAOB— Public Company aoa: owen Board, 1666 K Sues anes 
Washington, DC 20006- te Snore ee, : 


AICPA TECHNICAL HOTLINE Sai 
The Technical Information Service answers inquiries tae ese audito or { 
accounting ee Call toll- eee 888-777-7077 or e-mail « query, to 








OFFICIAL RELEASES 


SAS NO. 114 


The Auditor's Communication With 
Those Charged With Governance 
Gupersedes Statement on Auditing Standards No. 61, 
Communication With Audit Committees, as 
amended, AICPA, Professional Standards.) 


1. This Statement on Auditing Standards (SAS) 
establishes standards and provides guidance on the 
auditors communication with those charged with 
governance in relation to an audit of financial state- 
ments.’ Although this Statement applies regardless 
of an entity’s governance structure or size, partic- 
ular considerations apply where all of those charged 
with governance are involved in managing an enti- 
ty. This Statement does not establish requirements 
regarding the auditors communication with an 
entityS management or owners unless they are also 
charged with a governance role. 

2. This Statement has been drafted in terms of an 
audit of financial statements, but may also be applied, 
adapted as necessary in the circumstances, to audits 
of other historical financial information when those 
charged with governance have a responsibility to over- 
see the preparation and presentation of the other his- 
torical financial information. 

3. For purposes of this Statement: 

a. Those charged with governance means the per- 
son(s) with responsibility for overseeing the strategic 
direction of the entity and obligations related to the 
accountability of the entity. This includes oversee- 
ing the financial reporting process. In some cases, those 
charged with governance are responsible for approv- 
ing the entitys financial statements (in other cases man- 
agement has this responsibility). For entities with a 
board of directors, this term encompasses the term board 
of directors or audit committee used elsewhere in general- 
ly accepted auditing standards. 

b. Management means the person(s) responsi- 
ble for achieving the objectives of the entity and 
who have the authority to establish policies and 
make decisions by which those objectives are to be 
pursued. Management is responsible for the finan- 
cial statements, including designing, implement- 
ing, and maintaining effective internal control over 
financial reporting. 

4. Recognizing the importance of effective two- 
way communication to the audit, this Statement 





1. The provisions of this Statement apply to audits of financial state- 
ments prepared either in accordance with generally accepted ac- 
counting principles or in accordance with a comprehensive basis of 
accounting other than generally accepted accounting principles. Ref- 
erences in this Statement to generally accepted accounting principles 
are intended to also refer to other comprehensive bases of account- 
ing when the reference is relevant to the basis of accounting used. 


SAS NO. 114...SSARS INTERPRETATION 


provides a framework for the auditor's communi- 
cation with those charged with governance and 
identifies some specific matters to be communicat- 
ed with them. Additional matters to be communi- 
cated are identified in other SASs (see Appendix A). 
Further matters may be communicated by agree- 
ment with those charged with governance or man- 
agement, or in accordance with 
requirements. 

5. The auditor must communicate with those 
charged with governance matters related to the 
financial statement audit that are, in the auditors 
professional judgment, significant and relevant to 
the responsibilities of those charged with gover- 
nance in overseeing the financial reporting 
process. 

6. Clear communication of specific matters in 
accordance with this Statement is an integral part 
of every audit. However, the auditor is not 
required to perform procedures specifically to 
identify other significant matters to communicate 
with those charged with governance. 


external 


THE ROLE OF COMMUNICATION 

7. The principal purposes of communication 
with those charged with governance are to: 

a. Communicate clearly with those charged with 
governance the responsibilities of the auditor in rela- 
tion to the financial statement audit, and an 
overview of the scope and timing of the audit. 

b. Obtain from those charged with governance 
information relevant to the audit. 

c. Provide those charged with governance with 
timely observations arising from the audit that are 
relevant to their responsibilities in overseeing the 
financial reporting process. 

8. This Statement focuses primarily on commu- 
nications from the auditor to those charged with 
governance. However, effective two-way commu- 
nication is also very important in assisting: 

a. The auditor and those charged with gover- 
nance in understanding matters related to the audit 
in context, and in developing a constructive work- 
ing relationship. This relationship is developed 
while maintaining the auditor's independence and 
objectivity. 

b. The auditor in obtaining from those charged 


Copyright © 2006 by American Institute of Certified 
Public Accountants, Inc. New York, NY 10036-8775. 
All rights reserved. For information about the procedure 
for requesting permission to make copies of any part of 
this work, please visit www.copyright.com or call 
(978) 750-8400. 


with governance information relevant to the audit. 
For example, those charged with governance may 
assist the auditor in understanding the entity and its 
environment, in identifying appropriate sources of 
audit evidence, and in providing information about 
specific transactions or events. 

c. Those charged with governance in fulfilling 
their responsibility to oversee the financial report- 
ing process, thereby reducing the risks of material 
misstatement of the financial statements. 

9. Although the auditor is responsible for com- 
municating specific matters in accordance with this 
Statement, management also has a responsibility to 
communicate matters of governance interest to 
those charged with governance. Communication by 
the auditor does not relieve management of this 
responsibility. 


LEGAL CONSIDERATIONS 

10. In certain circumstances, the auditor may 
be required to report to a regulatory or enforcement 
body certain matters communicated with those 
charged with governance. For example, govern- 
mental auditing standards require auditors to report 
fraud, illegal acts, violations of provisions of con- 
tracts or grant agreements, and abuse directly to 
parties outside the audited entity in certain circum- 
stances. 

11. In rare circumstances, laws or regulations 
may prevent the auditor from communicating cer- 
tain matters with those charged with governance, 
or others within the entity. For example, laws or 
regulations may specifically prohibit a communi- 
cation, or other action, that might prejudice an 
investigation by an appropriate authority into an 
actual or suspected illegal act. In such circum- 
stances, it may be appropriate for the auditor to 
seek legal advice. 


THOSE CHARGED WITH GOVERNANCE 

12. The auditor should determine the appropri- 
ate person(s) within the entitys governance struc- 
ture with whom to communicate. The appropriate 
person(s) may vary depending on the matter to be 
communicated. 

13. Governance structures vary by entity, reflect- 

ing influences such as size and ownership charac- 
teristics. For example: 
* In some entities, those charged with governance 
hold positions that are an integral part of the entity's 
legal structure, for example, company directors. For 
other entities, a body that is not part of the entity may 
be charged with governance, as with some govern- 
ment agencies. 
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° In some cases, some or all of those charged with 
governance also have management responsibilities. 
In others, those charged with governance and man- 
agement are different people. 

14. In most entities, governance is the collec- 
tive responsibility of a governing body, such as a 
board of directors, a supervisory board, partners, 
proprietors, a committee of management, trustees, 
or equivalent persons. In some smaller entities, 
however, one person may be charged with gover- 
nance, such as the owner-manager where there are 
no other owners, or a sole trustee. When gover- 
nance is a collective responsibility, a subgroup, such 
as an audit committee or even an individual, may 
be charged with specific tasks to assist the govern- 
ing body in meeting its responsibilities. 

15. Such diversity means that it is not possible 
for this Statement to specify for all audits the per- 
son(s) with whom the auditor is to communicate 
particular matters. Also, in some cases the appro- 
priate person(s) with whom to communicate may 
not be clearly identifiable from the engagement cir- 
cumstances, for example, entities where the gov- 
ernance structure is not formally defined, such as 
some family-owned entities, some not-for-profit 
organizations, and some government entities. The 
auditor's understanding of the entity's governance 
structure and processes obtained in accordance 
with SAS No. 109, Understanding the Entity and Its 
Environment and Assessing the Risks of Material 
Misstatement, is relevant in deciding with whom to 
communicate matters. 

16. When the appropriate person(s) with whom 
to communicate are not clearly identifiable, the audi- 
tor and the engaging party should agree on the rele- 
vant person(s) within the entitys governance 
structure with whom the auditor will communicate. 
When the entity being audited is a component’ of a 
group,’ the appropriate person(s) with whom to com- 
municate is dependent on the nature of the matter to 
be communicated and the terms of the engagement. 


Communication With the Audit 
Committee or Other Subgroup of Those 
Charged With Governance 

17. Audit committees (or similar subgroups 
with different names) exist in many entities. 
Although their specific authority and functions may 
differ, communication with the audit committee, 
where one exists, is a key element in the auditor's 
communication with those charged with gover- 
nance. Good governance principles suggest that: 
¢ The auditor has access to the audit committee as 
necessary. 
¢ The chair of the audit committee and, when rele- 
vant, the other members of the audit committee, 
meet with the auditor periodically. 
¢ The audit committee meets with the auditor 
without management present at least annually. 


2. Component means a head office, parent, division, branch, sub- 
sidiary, joint venture, associated company, equity investee, or other 
entity whose financial information is or should be included in the 
consolidated financial statements of a group 

3. Group means an entity whose consolidated financial statements in- 
clude or should include financial information of more than one com- 
ponent. 


18. The auditor should evaluate whether com- 
munication with a subgroup of those charged with 
governance, such as the audit committee or an 
individual, adequately fulfills the auditor's respon- 
sibility to communicate with those charged with 
governance. When considering communicating 
with a subgroup of those charged with governance, 
the auditor may take into account such matters as: 
* The respective responsibilities of the subgroup 
and the governing body. 

° The nature of the matter to be communicated. 

* Relevant legal or regulatory requirements. 

¢ Whether the subgroup (a) has the authority to 
take action in relation to the information commu- 
nicated and (b) can provide further information 
and explanations the auditor may need. 

¢ Whether the auditor is aware of potential con- 
flicts of interest between the subgroup and other 
members of the governing body. 

¢ Whether there is also a need to communicate the 
information, in full or in summary form, to the 
governing body. This decision may be influenced 
by the auditor's assessment of how effectively and 
appropriately the subgroup communicates relevant 
information with the governing body. The auditor 
retains the right to communicate with the govern- 
ing body, a fact the auditor may make explicit in 
the terms of the engagement. 


COMMUNICATION WITH 
MANAGEMENT 

19. Many matters may be discussed with 
management in the ordinary course of an audit, 
including matters to be communicated with those 
charged with governance in accordance with this 
Statement. Such discussions recognize manage- 
ment’s executive responsibility for the conduct of 
the entity’ operations and, in particular, manage- 
ment’s responsibility for the financial statements. 

20. Before communicating matters with those 
charged with governance, the auditor may discuss 
them with management unless that is inappro- 
priate. For example, it may not be appropriate to 
discuss with management questions of manage- 
ments competence or integrity. In addition to 
recognizing management’ responsibility, these 
initial discussions may clarify facts and issues, and 
give management an opportunity to provide fur- 
ther information and explanations. Similarly, when 
the entity has an internal audit function, the audi- 
tor may discuss matters with the internal auditor 
before communicating with those charged with 
governance. 


When All of Those Charged With 
Governance Are Involved in Managing 
the Entity 

21. In some cases, all of those charged with gov- 
ernance are involved in managing the entity. In these 
cases, if matters required by this Statement are com- 
municated with person(s) with management 
responsibilities, and those person(s) also have gov- 
ernance responsibilities, the matters need not be 
communicated again with those same person(s) in 
their governance role. 


22. When all of those charged with governance 
are involved in managing the entity, the auditor 
should consider whether communication with 
person(s) with financial reporting responsibilities 
adequately informs all of those with whom the 
auditor would otherwise communicate in their gov- 
ernance capacity. (See paragraphs 12 and 18.) 


MATTERS TO BE COMMUNICATED 

23. The auditor should communicate with those 
charged with governance: 

a. The auditor’ responsibilities under general- 
ly accepted auditing standards (see paragraphs 26 
through 28); 

b. An overview of the planned scope and tim- 
ing of the audit (see paragraphs 29 through 33); and 

c. Significant findings from the audit (see para- 
graphs 34 through 44). 

24. Management’s communication of these mat- 
ters to those charged with governance does not 
relieve the auditor of the responsibility to also com- 
municate them. However, communication of these 
matters by management may affect the form or 
timing of the auditors communication. 

25. Nothing in this Statement precludes the 
auditor from communicating any other matters to 
those charged with governance. 


The Auditor’s Responsibilities Under 
Generally Accepted Auditing Standards 

26. The auditor should communicate with those 
charged with governance the auditor's responsibil- 
ities under generally accepted auditing standards, 
including that: 

a. The auditor is responsible for forming and 
expressing an opinion about whether the financial 
statements that have been prepared by management 
with the oversight of those charged with governance 
are presented fairly, in all material respects, in con- 
formity with generally accepted accounting princi- 
ples. 

b. The audit of the financial statements does not 
relieve management or those charged with gover- 
nance of their responsibilities. 

‘These responsibilities may be communicated 
through the engagement letter, or other form of con- 
tract that records the terms of the engagement, if 
that letter or contract is provided to those charged 
with governance. 

27. The auditor may also communicate that: 

a. The auditor is responsible for performing the 
audit in accordance with generally accepted auditing 
standards and that the audit is designed to obtain rea- 
sonable, rather than absolute, assurance about 
whether the financial statements are free of material 
misstatement. 

b. An audit of financial statements includes con- 
sideration of internal control over financial report- 
ing as a basis for designing audit procedures that 
are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effective- 
ness of the entity's internal control over financial 
reporting. 

c. The auditor is responsible for communicat- 
ing significant matters related to the financial state- 


See 
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ment audit that are, in the auditor’ professional 
judgment, relevant to the responsibilities of those 
charged with governance in overseeing the finan- 
cial reporting process. Generally accepted auditing 
standards do not require the auditor to design pro- 
cedures for the purpose of identifying other mat- 
ters to communicate with those charged with 
governance. 

d. When applicable, the auditor is also respon- 
sible for communicating particular matters 
required by laws or regulations, by agreement with 
the entity or by additional requirements applicable 
to the engagement. 

28. SAS No. 8, Other Information in Documents 
Containing Audited Financial Statements, establishes 
the auditor’ responsibility for information prepared 
by management that accompanies the audited finan- 
cial statements.* If the entity includes other infor- 
mation in documents containing audited financial 
statements, the auditor should communicate with 
those charged with governance the auditor's 
responsibility with respect to such other informa- 
tion, any procedures performed relating to the other 
information, and the results. 


Planned Scope and Timing of the Audit 

29. The auditor should communicate with those 
charged with governance an overview of the planned 
scope and timing of the audit. However, it is impor- 
tant for the auditor not to compromise the effective- 
ness of the audit, particularly where some or all of 
those charged with governance are involved in 
managing the entity. For example, communicating 
the nature and timing of detailed audit procedures 
may reduce the effectiveness of those procedures 
by making them too predictable. Certain factors 
described in paragraph 53 may be relevant in 
determining the nature and extent of this commu- 
nication. 

30. Communication regarding the planned 
scope and timing of the audit may: 

a. Assist those charged with governance in 
understanding better the consequences of the 
auditors work for their oversight activities, 
discussing with the auditor issues of risk and mate- 
riality, and identifying any areas in which they may 
request the auditor to undertake additional 
procedures; and 

b. Assist the auditor to understand better the enti- 
ty and its environment. 

31. Matters communicated may include the fol- 
lowing: 
¢ How the auditor proposes to address the signifi- 
cant risks of material misstatement, whether due to 
fraud or error. 

* The auditors approach to internal control relevant 
to the audit, including, when applicable, whether the 
auditor will express an opinion on the effectiveness of 
internal control over financial reporting. 

° The concept of materiality in planning and exe- 





4. Guidance on the auditor’ consideration of other information is also 
provided by “Required Supplementary Information,” of Statement on 
Auditing Standards (SAS) No. 52, Omnibus Statement on Auditing Stan- 
dards—1987, and SAS No. 29, Reporting on Information Accompanying 
the Basic Financial Statements in Auditor-Submitted Documents. 


cuting the audit, focusing on the factors considered 
rather than on specific thresholds or amounts. 

¢ Where the entity has an internal audit function, 
the extent to which the auditor will use the work of 
internal audit, and how the external and internal 
auditors can best work together. 

32. Other planning matters that the auditor may 
consider discussing with those charged with gov- 
ernance include: 
¢ The views of those charged with governance 
about: 

— The appropriate person(s) in the entity's 
governance structure with whom to com- 
municate. 

— The allocation of responsibilities between 
those charged with governance and manage- 
ment. 

— The entity’ objectives and strategies, and the 
related business risks that may result in 
material misstatements. 

— Matters those charged with governance con- 
sider warrant particular attention during the 
audit, and any areas where they request addi- 
tional procedures to be undertaken. 

— Significant communications with regulators. 

— Other matters those charged with gover- 
nance believe are relevant to the audit of the 
financial statements. 

¢ The attitudes, awareness, and actions of those 
charged with governance concerning (a) the entity’ 
internal control and its importance in the entity, in- 
cluding how those charged with governance over- 
see the effectiveness of internal control and (b) the 
detection or the possibility of fraud. 

* The actions of those charged with governance in 
response to developments in financial reporting, 
laws, accounting standards, corporate governance 
practices, and other related matters. 

* The actions of those charged with governance in 
response to previous communications with the 
auditor. 

33. While communication with those charged 
with governance may assist the auditor in planning 
the scope and timing of the audit, it does not change 
the auditors sole responsibility to determine the 
overall audit strategy and the audit plan, including 
the nature, timing, and extent of procedures 
necessary to obtain sufficient appropriate audit 
evidence. 


Significant Findings From the Audit 

34. The auditor should communicate with those 
charged with governance the following matters: 

a. The auditor’s views about qualitative aspects 
of the entity’ significant accounting practices, 
including accounting policies, accounting estimates, 
and financial statement disclosures (see paragraphs 
37 and 38). 

b. Significant difficulties, if any, encountered 
during the audit (see paragraph 39). 

c. Uncorrected misstatements, other than those 
the auditor believes are trivial, if any (see paragraphs 
40 and 41). 

d. Disagreements with management, if any, (see 
paragraph 42). 


e. Other findings or issues, if any, arising from 
the audit that are, in the auditor’s professional judg- 
ment, significant and relevant to those charged with 
governance regarding their oversight of the finan- 
cial reporting process. 

35. Unless all of those charged with governance 
are involved in managing the entity, the auditor also 
should communicate: 

a. Material, corrected misstatements that were 
brought to the attention of management as a result 
of audit procedures. The auditor also may commu- 
nicate other corrected immaterial misstatements, 
such as frequently recurring immaterial misstate- 
ments that may indicate a particular bias in the 
preparation of the financial statements. 

b. Representations the auditor is requesting from 
management. The auditor may provide those 
charged with governance with a copy of manage- 
ment’ written representations. 

c. Management’ consultations with other 
accountants (see paragraph 43). 

d. Significant issues, if any, arising from the audit 
that were discussed, or the subject of correspon- 
dence, with management (see paragraph 44). 

36. The communication of significant findings 
from the audit may include requesting further infor- 
mation from those charged with governance in 
order to complete the audit evidence obtained. For 
example, the auditor may confirm that those 
charged with governance have the same under- 
standing of the facts and circumstances relevant to 
specific transactions or events. 


Qualitative Aspects of the Entity’s 
Significant Accounting Practices 

37. Generally accepted accounting principles 
provide for the entity to make accounting estimates 
and judgments about accounting policies and finan- 
cial statement disclosures. Open and constructive 
communication about qualitative aspects of the 
entitys significant accounting practices may 
include comment on the acceptability of significant 
accounting practices. Appendix B provides guidance 
on the matters that may be included in this 
communication. 

38. The auditor should explain to those charged 
with governance why the auditor considers a signifi- 
cant accounting practice not to be appropriate and, 
when considered necessary, request changes. If request- 
ed changes are not made, the auditor should inform 
those charged with governance that the auditor will 
consider the effect of this on the financial statements 
of the current and future years, and on the auditor’ 
report. 


Significant Difficulties Encountered 
During the Audit 

39. The auditor should inform those charged 
with governance of any significant difficulties 
encountered in dealing with management related to 
the performance of the audit. Significant difficulties 
encountered during the audit may include such 
matters as: 
¢ Significant delays in management providing 
required information. 
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* An unnecessarily brief time within which to com- 
plete the audit. 
° Extensive unexpected effort required to obtain 
sufficient appropriate audit evidence. 
¢ The unavailability of expected information. 
* Restrictions imposed on the auditors by manage- 
ment. 
¢ Management’s unwillingness to provide informa- 
tion about managements plans for dealing with the 
adverse effects of the conditions or events that lead 
the auditor to believe there is substantial doubt 
about the entitys ability to continue as a going 
concern. 

In some circumstances, such difficulties may 
constitute a scope limitation that leads to a modi- 
fication of the auditor’s opinion. 


Uncorrected Misstatements 

40. SAS No. 107, Audit Risk and Materiality in 
Conducting an Audit, requires the auditor to 
accumulate all known and likely misstatements 
identified during the audit, other than those that 
the auditor believes are trivial, and communicate 
them to the appropriate level of management. The 
auditor should communicate with those charged 
with governance uncorrected misstatements and 
the effect that they may have on the opinion in 
the auditor's report, and request their correction. 
In communicating the effect that material uncor- 
rected misstatements may have on the opinion in 
the auditor's report, the auditor should com- 
municate them individually. Where there are a 
large number of small uncorrected misstatements, 
the auditor may communicate the number and 
overall monetary effect of the misstatements, 
rather than the details of each individual 
misstatement. 

41. The auditor should discuss with those 
charged with governance the implications of a fail- 
ure to correct known and likely misstatements, if 
any, considering qualitative as well as quantitative 
considerations, including possible implications in 
relation to future financial statements. The auditor 
should also communicate with those charged with 
governance the effect of uncorrected misstatements 
related to prior periods on the relevant classes of 
transactions, account balances or disclosures, and 
the financial statements as a whole. 


Disagreements With Management 

42. The auditor should discuss with those 
charged with governance any disagreements with 
management, whether or not satisfactorily resolved, 
about matters that individually or in the aggregate 
could be significant to the entity’ financial statements 
or the auditors report. Disagreements with manage- 
ment may occasionally arise over, among other 
things, the application of accounting principles to the 
entity’ specific transactions and events and the basis 
for management's judgments about accounting esti- 
mates. Disagreements may also arise regarding the 
scope of the audit, disclosures to be included in the 
entitys financial statements, and the wording of the 
auditor’ report. For purposes of this Statement, dis- 
agreements do not include differences of opinion 


based on incomplete facts or preliminary informa- 
tion that are later resolved. 


Management’s Consultations With Other 
Accountants 

43. In some cases, management may decide to 
consult with other accountants about auditing and 
accounting matters. When the auditor is aware that 
such consultation has occurred, the auditor should 
discuss with those charged with governance his or 
her views about significant matters that were the 
subject of such consultation.’ 


Significant Issues Discussed, or Subject 
to Correspondence, With Management 
44. The auditor should communicate with those 
charged with governance any significant issues that 
were discussed or were the subject of correspon- 
dence with management. Significant issues may 
include such matters as: 
¢ Business conditions affecting the entity, and busi- 
ness plans and strategies that may affect the risks of 
material misstatement. 
* Discussions or correspondence in connection 
with the initial or recurring retention of the auditor 
including, among other matters, any discussions or 
correspondence regarding the application of ac- 
counting principles and auditing standards. 


Independence 

45. Generally accepted auditing standards 
require independence for all audits. Relevant mat- 
ters to consider in reaching a conclusion about inde- 
pendence include circumstances or relationships 
that create threats to auditor independence and the 
related safeguards that have been applied to elim- 
inate those threats or reduce them to an acceptable 
level.® 

46. Although the auditor's report affirms the 
auditor's independence, in certain situations, partic- 
ularly for public interest entities,” the auditor may 
determine that it is appropriate to communicate with 
those charged with governance circumstances or 
relationships (for example, financial interests, busi- 
ness or family relationships, or nonaudit services 
provided or expected to be provided) that in the 
auditor's professional judgment may reasonably be 
thought to bear on independence and that the audi- 





5. Circumstances in which the auditor should be informed of such 
consultations are described in paragraph 7 of SAS No. 50, Reports on 
the Application of Accounting Principles. 

6. Comprehensive guidance on threats to independence and safe- 
guards, including application to specific situations, is set forth in the 
AICPAs Conceptual Framework for AICPA Independence Standards. 
7. In addition to entities subject to Securities and Exchange Com- 
mission reporting requirements, the Conceptual Framework for 
AICPA Independence Standards considers the following entities to 
be public interest entities: (1) employee benefit and health and welfare 
plans subject to Employee Retirement Income Security Act audit re- 
quirements; (2) governmental retirement plans; (3) entities or pro- 
grams (including for-profit entities) subject to Single Audit Act OMB 
Circular A-133 audit requirements and entities or programs subject 
to similar program oversight; and (4) financial institutions, credit 
unions, and insurance companies. These entities are public interest 
entities because their audited financial statements are directly relied 
upon by significant numbers of stakeholders to make investment, 
credit, or similar decisions or indirectly relied upon through regula- 
tory oversight (for example, in the case of pension plans, banks, and 
insurance companies) and, therefore, the potential extent of harm to 
the public from an audit failure involving one of these entities would 
generally be significant. 


tor gave significant consideration to in reaching the 
conclusion that independence has not been 
impaired. 

47. The form and timing of communications 
regarding independence may be affected by the 
entity's governance structure and whether a formal 
subgroup such as an audit committee exists. In 
situations where all of those charged with gover- 
nance are involved in managing the entity, the audi- 
tor may determine that those charged with 
governance have been informed of relevant facts 
regarding the auditor's independence through their 
management activities or through other means, such 
as the engagement letter. This is particularly likely 
where the entity is owner-managed, and the auditor's 
firm has little involvement with the entity beyond a 
financial statement audit. 


THE COMMUNICATION PROCESS 


Establishing a Mutual Understanding 

- 48. The auditor should communicate with 
those charged with governance the form, timing, 
and expected general content of communications. 
Clear communication of the auditor's responsibil- 
ities (paragraphs 26 through 28), an overview of 
the planned scope and timing of the audit (para- 
graphs 29 through 33), and the expected general 
content of communications helps establish the 
basis for effective two-way communication. 

49. Matters that may also contribute to effec- 
tive two-way communication include discussion of: 
¢ The purpose of communications. When the pur- 
pose is clear, the auditor and those charged with 
governance are in a better position to have a mu- 
tual understanding of relevant issues and the ex- 
pected actions arising from the communication 
process. 
¢ The form in which communications will be 
made. 
¢ The person(s) on the audit team and among 
those charged with governance who will commu- 
nicate regarding particular matters. 
¢ The auditors expectation that communication 
will be two way, and that those charged with gov- 
ernance will communicate with the auditor matters 
they consider relevant to the audit. Such matters 
might include strategic decisions that may signifi- 
cantly affect the nature, timing, and extent of audit 
procedures; the suspicion or the detection of fraud; 
or concerns about the integrity or competence of 
senior management. 

* The process for taking action and reporting back 
on matters communicated by the auditor. 

* The process for taking action and reporting back 
on matters communicated by those charged with 
governance. 

50. The communication process will vary with 
the circumstances, including the size and gover- 
nance structure of the entity, how those charged 
with governance operate, and the auditor's view of 
the significance of matters to be communicated. 
Difficulty in establishing effective two-way commu- 
nication may indicate that the communication 
between the auditor and those charged with gov- 
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ernance is not adequate for the purpose of the audit 
(see paragraph 60). 


Forms of Communication 

51. The auditor should communicate in writ- 
ing with those charged with governance significant 
findings from the audit (see paragraphs 34 and 35) 
when, in the auditor’ professional judgment, oral 
communication would not be adequate. This com- 
munication need not include matters that arose dur- 
ing the course of the audit that were communicated 
with those charged with governance and satisfac- 
torily resolved. Other communications may be oral 
or in writing. 

52. Effective communication may involve for- 
mal presentations and written reports as well as less 
formal communications, including discussions. 
Written communications may include an engage- 
ment letter that is provided to those charged with 
governance. 

53. In addition to the significance of a partic- 
ular matter, the form of communication (for exam- 
ple, whether to communicate orally or in writing, 
the extent of detail or summarization in the com- 
munication, and whether to communicate in a for- 
mal or informal manner) may be affected by such 
factors as: 
¢ Whether the matter has been satisfactorily re- 
solved. 
¢ Whether management has previously communi- 
cated the matter. 

* The size, operating structure, control environment, 
and legal structure of the entity being audited. 

¢ Legal or regulatory requirements that may re- 
quire a written communication with those charged 
with governance. 

¢ The expectations of those charged with gover- 
nance, including arrangements made for periodic 
meetings or communications with the auditor. 

¢ The amount of ongoing contact and dialogue the 
auditor has with those charged with governance. 
¢ Whether there have been significant changes in 
the membership of a governing body. 

° In the case of a special purpose financial state- 
ment audit, whether the auditor also audits the en- 
titys general purpose financial statements. 

54. When a significant matter is discussed with 
an individual member of those charged with gov- 
ernance, for example, the chair of an audit com- 
mittee, it may be appropriate for the auditor to 
summarize the matter in later communications so 
that all of those charged with governance have full 
and balanced information. 

55. When the auditor communicates matters 
in accordance with this Statement in writing, the 
auditor should indicate in the communication that 
it is intended solely for the information and use of 
those charged with governance and, if appropriate, 
management and is not intended to be and should 
not be used by anyone other than these specified 
parties. 


Timing of Communications 
56. The auditor should communicate with those 
charged with governance on a sufficiently timely 


basis to enable those charged with governance to 
take appropriate action. 

57. The appropriate timing for communica- 

tions will vary with the circumstances of the 
engagement. Considerations include the signifi- 
cance and nature of the matter, and the action 
expected to be taken by those charged with gov- 
ernance. The auditor may consider communicat- 
ing: 
¢ Planning matters early in the audit engagement 
and, for an initial engagement, as part of the terms 
of the engagement. 
* Significant difficulties encountered during the 
audit as soon as practicable if those charged with 
governance are able to assist the auditor to over- 
come the difficulties, or if the difficulties are likely 
to lead to a modified opinion. 

58. Other factors that may be relevant to the 
timing of communications include: 

* The size, operating structure, control environment, 
and legal structure of the entity being audited. 

e Any legal obligation to communicate certain mat- 
ters within a specified timeframe. 

¢ The expectations of those charged with gover- 
nance, including arrangements made for periodic 
meetings or communications with the auditor. 

¢ The time at which the auditor identifies certain 
matters, for example, timely communication of a 
material weakness to enable appropriate remedial 
action to be taken. 

¢ Whether the auditor is auditing both general 
purpose and special purpose financial statements. 


Adequacy of the Communication Process 

59. The auditor should evaluate whether 
the two-way communication between the 
auditor and those charged with governance 
has been adequate for the purpose of the 
audit. If it has not, the auditor should take 
appropriate action to address the effectiveness 
of the communication process. (See paragraph 
62.) 

60. As discussed in paragraph 8, effec- 
tive two-way communication assists both 
the auditor and those charged with gover- 
nance. Further, SAS No. 109, Understanding 
the Entity and Its Environment and Assessing the 
Risks of Material Misstatement, identifies par- 
ticipation by those charged with governance, 
including their interaction with internal 
audit, if any, and external auditors, as an ele- 
ment of the entity’s control environment. 
Inadequate two-way communication may 
indicate an unsatisfactory control environ- 
ment, which will influence the auditor’s 
assessment of the risks of material misstate- 
ments. 

61. The auditor need not design specific 
procedures to support the evaluation 
required by paragraph 59. Rather, that eval- 
uation may be based on observations result- 
ing from audit procedures performed for 
other purposes. Such observations may 
include: 
¢ The appropriateness and timeliness of ac- 


tions taken by those charged with governance 
in response to matters communicated by the 
auditor. 
¢ The apparent openness of those charged 
with governance in their communications 
with the auditor. 
¢ The willingness and capacity of those charged 
with governance to meet with the auditor without 
management present. 
¢ The apparent ability of those charged with gover- 
nance to fully comprehend matters communicated 
by the auditor, such as the extent to which those 
charged with governance probe issues and question 
recommendations made to them. 
* Difficulty in establishing with those charged with 
governance a mutual understanding of the form, 
timing, and expected general content of communi- 
cations. 
¢ Where all or some of those charged with gover- 
nance are involved in managing the entity, their ap- 
parent awareness of how matters discussed with the 
auditor affect their broader governance responsibil- 
ities, as well as their management responsibilities. 
62. If, in the auditor's judgment, the two-way 
communication between the auditor and those 
charged with governance is not adequate, there is 
a risk the auditor may not have obtained all the 
audit evidence required to form an opinion on the 
financial statements. The auditor should consider 
the effect, if any, on the auditor's assessment of the 
risks of material misstatements. 

- 63. The auditor may discuss the situation with 
those charged with governance. If the situation can- 
not be resolved, the auditor may take such actions as: 
* Modifying the auditor's opinion on the basis of a 
scope limitation. 

* Obtaining legal advice about the consequences of 
different courses of action. 

* Communicating with third parties (for example, 
a regulator), or a higher authority in the governance 
structure that is outside the entity, such as the own- 
ers of a business (for example, shareholders in a 
general meeting), or the responsible government 
agency for certain governmental entities. 

¢ Withdrawing from the engagement. 


DOCUMENTATION 

64. When matters required to be communicat- 
ed by this Statement have been communicated oral- 
ly, the auditor should document them.® When matters 
have been communicated in writing, the auditor 
should retain a copy of the communication. 
Documentation of oral communication may include 
a copy of minutes prepared by the entity if those min- 
utes are an appropriate record of the communication. 


EFFECTIVE DATE 

65. This statement is effective for audits of finan- 
cial statements for periods beginning on or after 
December 15, 2006. (continued on page 92) 





8. SAS 103, Audit Documentation, requires the auditor to document 
discussions of significant findings or issues with management and 
others (including those charged with governance) on a timely basis, 
including responses. That SAS also requires that the audit documen- 
tation include documentation of the significant findings or issues dis- 
cussed, and when and with whom the discussions took place. 
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APPENDIX A 

REQUIREMENTS TO COMMUNICATE 
WITH THOSE CHARGED WITH 
GOVERNANCE IN OTHER STATEMENTS 
ON AUDITING STANDARDS 

Al. Requirements for the auditor to commu- 
nicate with those charged with governance are 
included in other Statements on Auditing 
Standards (SASs). This Statement does not change 
the requirements in: 

a. Paragraph 17 of SAS No. 54, Illegal Acts by 
Clients, to communicate with the audit committee 
or others with equivalent authority and responsi- 
bility illegal acts that come to the auditor’ attention. 

b. Paragraph 22 of SAS No. 74, Compliance 
Auditing Considerations in Audits of Governmental 
Entities and Recipients of Governmental Financial 
Assistance, to communicate to management and the 
audit committee or others with equivalent author- 
ity and responsibility when the auditor becomes 
aware during an audit in accordance with general- 
ly accepted auditing standards that the entity is 
subject to an audit requirement that may not be 
encompassed in the terms of the engagement, and 
that an audit in accordance with generally accept- 
ed auditing standards may not satisfy the relevant 
legal, regulatory, or contractual requirements. 

c. Paragraph 22 of SAS No. 99, Consideration 
of Fraud in a Financial Statement Audit, to inquire 
directly of the audit committee (or at least its chair) 
regarding the audit committee’s views about the 
risks of fraud and whether the audit committee has 
knowledge of any fraud or suspected fraud affect- 
ing the entity. 

d. Paragraph 79 of SAS No. 99, Consideration 
of Fraud in a Financial Statement Audit, to commu- 
nicate with those charged with governance fraud 
involving senior management and fraud (whether 
caused by senior management or other employees) 
that causes a material misstatement of the finan- 
cial statements. In addition, the auditor should 
reach an understanding with those charged with 
governance regarding the nature and extent of 
communications with those charged with gover- 
nance about misappropriations perpetrated by 
lower-level employees. 

e. Paragraph 20 of SAS No. 112, Communicating 
Internal Control Related Matters Identified in an Audit, 
to communicate in writing to management and 
those charged with governance control deficiencies 
identified during an audit that upon evaluation are 
considered significant deficiencies or material 
weaknesses. 


APPENDIX B 
QUALITATIVE ASPECTS OF 
ACCOUNTING PRACTICES 

The communication in accordance with para- 
graph 34(a) of this Statement, and discussed in 
paragraphs 37 and 38, may include such matters 
as the following: 

Accounting Policies 
* The appropriateness of the accounting policies 
to the particular circumstances of the entity, 


considering the need to balance the cost of pro- 
viding information with the likely benefit to users 
of the entity’s financial statements. Where accept- 
able alternative accounting policies exist, the 
communication may include identification of the 
financial statement items that are affected by the 
choice of significant policies as well as information 
on accounting policies used by similar entities. 

* The initial selection of, and changes in, signifi- 
cant accounting policies, including the application 
of new accounting pronouncements. The commu- 
nication may include the effect of the timing and 
method of adoption of a change in accounting 
policy on the current and future earnings of the 
entity; and the timing of a change in accounting 
policies in relation to expected new accounting 
pronouncements. 

¢ The effect of significant accounting policies in 
controversial or emerging areas (or those unique to 
an industry, particularly when there is a lack of au- 
thoritative guidance or consensus). 

* The effect of the timing of transactions in relation 
to the period in which they are recorded. 


Accounting Estimates 


¢ For items for which estimates are significant, 
issues discussed in Statement on Auditing Stan- 
dards (SAS) No. 57, Auditing Accounting Estimates, 
and SAS No. 101, Auditing Fair Value Measurements 
and Disclosures, including, for example: 
— Managements identification of accounting 
estimates. 
— Management’ process for making account- 
ing estimates. 
— Risks of material misstatement. 
— Indicators of possible management bias. 
— Disclosure of estimation uncertainty in the 
financial statements. 


Financial Statement Disclosures 


* The issues involved, and related judgments made, 
in formulating particularly sensitive financial state- 
ment disclosures (for example, disclosures related 
to revenue recognition, going concern, subsequent 
events, and contingency issues). 

° The overall neutrality, consistency, and clarity of 
the disclosures in the financial statements. 


Related Matters 


¢ The potential effect on the financial statements 
of significant risks and exposures, and uncertain- 
ties, such as pending litigation, that are disclosed 
in the financial statements. 

¢ The extent to which the financial statements are 
affected by unusual transactions including 
nonrecurring amounts recognized during the 
period, and the extent to which such transactions 
are separately disclosed in the financial statements. 
* The factors affecting asset and liability carrying 
values, including the entity’s bases for determining 
useful lives assigned to tangible and intangible 
assets. The communication may explain how fac- 


tors affecting carrying values were selected and how 
alternative selections would have affected the finan- 
cial statements. 

° The selective correction of misstatements, for 
example, correcting misstatements with the effect 
of increasing reported earnings, but not those that 
have the effect of decreasing reported earnings. 


APPENDIX C 

AMENDMENT TO “AN ENTITY’S 
ABILITY TO CONTINUE AS A GOING 
CONCERN?” OF STATEMENT ON 
AUDITING STANDARDS NO. 59, THE 
AUDITOR’S CONSIDERATION OF AN 
ENTITY’S ABILITY TO CONTINUE AS A 
GOING CONCERN, AS AMENDED 

Cl. This amendment to Statement on Auditing 
Standards (SAS) No. 59, The Auditor’s Consideration 
of an Entity’s Ability to Continue as a Going Concern, 
adds a requirement that the auditor communicate 
with those charged with governance events or con- 
ditions that, when considered in the aggregate, indi- 
cate there could be substantial doubt about the 
entity's ability to continue as a going concern for a 
reasonable period of time. 

C2. Paragraph 17 of SAS No. 59 is inserted as 
follows, and subsequent paragraphs in SAS No. 59 
are renumbered accordingly: 

Communication With Those Charged With 
Governance 

17. If, after considering identified conditions 
and events in the aggregate and after considering 
management's plans, the auditor concludes that 
substantial doubt about the entity’s ability to con- 
tinue as a going concern for a reasonable period 
of time remains, the auditor should communicate 
with those charged with governance: 

a. The nature of the events or conditions iden- 
tified. 

b. The possible effect on the financial state- 
ments and the adequacy of related disclosures in 
the financial statements. 

c. The effects on the auditor's report. 


AMENDMENT TO “COMMUNICATIONS 
WITH THOSE CHARGED WITH 
GOVERNANCE AND MANAGEMENT” 
OF STATEMENT ON AUDITING 
STANDARDS NO. 108, PLANNING AND 
SUPERVISION 

C3. This amendment to SAS No. 108, Planning 
and Supervision, is to conform to the requirements 
of this Statement. ; 

C4. Paragraph 25 of SAS No. 108 is amended 
as follows: 

Communications With Those Charged With 
Governance e#d-—Menasement 

25. SAS No. 114, “The Auditor’s 
Communication With Those Charged With 
Governance,” requires the auditor to communicate 
with those charged with governance an overview 
of the planned scope and timing of the audit. Fhe 


etititer may_diseuss—clements—ofplanning with 
these-charged—with-pevernance-andthe-eniee 
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This Statement entitled The Auditor's 
Communication With Those Charged With 
Governance was unanimously adopted by the assent- 
ing votes of the 19 members of the board. 


Auditing Standards Board 
(2005-2006) 
John A. Fogarty, Chair 
Harold L. Monk, Jr., Vice Chair 
Barton W. Baldwin 
Gerald W. Burns 
Craig W. Crawford 
Robert Dohrer 
George P. Fritz 
James W. Goad 
Dan L. Goldwasser 
James E. Lee, II 
Wanda Lorenz 
Daniel D. Montgomery 
Keith O. Newton 
Patricia Piteo 
Douglas F Prawitt 
George Rippey 
Lisa A. Ritter 
Diane M. Rubin 
Scott A. Seasock 


Communication Task Force 
Daniel D. Montgomery, Chair Janet M. Krell 
Barton W. Baldwin Lisa A. Ritter 
John C. Compton Scott A. Seasock 
The task force gratefully acknowledges the con- 
tributions of Diane Hardesty in the development of 
this Statement on Auditing Standards. 


AICPA Staff 

Ahava Z. Goldman 

Technical Manager 

Audit and Attest 
Standards 


Charles E. Landes 

Vice President 

Professional Standards 
and Services 


Note: Statements on Auditing Standards are issued by the 
Auditing Standards Board, the senior technical body of the 
Institute designated to issue pronouncements on auditing 
matters. Rule 202, Compliance With Standards, of the 
Institute’s Code of Professional Conduct requires compli- 
ance with these standards in an audit of a nonissuer. 


SSARS INTERPRETATION 


Interpretation No. 28 of AR Section 
100, Compilation and Review of 
Financial Statements 

Interpretations of the SSARSs are Interpretative 
Publications pursuant to AR section 50, Standards for 
Accounting and Review Services. Interpretative pub- 
lications are not standards for accounting and review serv- 
ices. Interpretative publications are recommendations on 
the application of SSARSs in specific circumstances, 
including engagements for entities in specialized indus- 
tries. An interpretative publication is issued after all ARSC 
members have been provided an opportunity to consid- 
er and comment on whether the proposed interpretative 
publication is consistent with the SSARSs. 

The accountant should be aware of and consider 
interpretative publications applicable to his or her com- 
pilation or review. If the accountant does not apply the 
guidance included in an applicable interpretative pub- 
lication, the accountant should be prepared to explain 
how he or she complied with the SSARSs provisions 
addressed by such guidance. 


28. Special-Purpose Financial Statements to 
Comply With Contractual Agreements or 
Regulatory Provisions 


.109 Question—An accountant may be asked to 
compile or review special-purpose financial state- 
ments prepared to comply with a contractual agree- 
ment or regulatory provision that specifies a special 
basis of presentation. In most circumstances, these 
financial statements are intended solely for the use 
of the parties to the agreement, regulatory bodies, 
or other specified parties. How should the account- 
ant modify the standard compilation or review 
report when reporting on these special-purpose 
financial statements? 

.110 Interpretation—An accountant who is 
asked to compile or review special-purpose finan- 
cial statements prepared to comply with a con- 
tractual agreement" or a regulatory provision that 
specifies a special basis of presentation” may issue 
a compilation or review report on those financial 
statements in accordance with SSARS 1, as amended 
[section 100], as described in this interpretation. 
This interpretation describes reporting on: 


16. A contractual agreement as discussed in this interpretation is an 
agreement between the client and one or more third parties other 
than the accountant. 

17. When the contractual agreement or regulatory provision speci- 
fies the use of a prescribed form for which the accountant has been 
engaged to compile the financial statements identified therein, the ac- 
countant should reference SSARS 3, Compilation Reports on Financial 
Statements Included in Certain Prescribed Forms |section 300], for an 
alternative form of standard compilation report when the prescribed 
form calls for a departure from generally accepted accounting prin- 
ciples or an other comprehensive basis of accounting. 


a. Special-purpose financial statements prepared 
in compliance with a contractual agreement or reg- 
ulatory provision that does not constitute a com- 
plete presentation of the entity’s assets, liabilities, 
revenues and expenses, but is otherwise prepared 
in conformity with generally accepted accounting 
principles or an other comprehensive basis of 
accounting. 

or 

b. A special-purpose financial presentation (may 
be a complete set of financial statements or a sin- 
gle financial statement) prepared on a basis of 
accounting prescribed in an agreement that does not 
result in a presentation in conformity with gener- 
ally accepted accounting principles or an other com- 
prehensive basis of accounting. 


Financial Statements Prepared on a Basis of 
Accounting Prescribed in a _ Contractual 
Agreement or Regulatory Provision That Results 
in an Incomplete Presentation but One That Is 
Otherwise in Conformity With GAAP or an 
OCBOA 


.111 An entity may engage an accountant to 
compile or review a special-purpose financial state- 
ment prepared in compliance with a contractual 
agreement or regulatory provision that does not con- 
stitute a complete presentation of the entity's assets, 
liabilities, revenues, or expenses, but is otherwise 
prepared in conformity with GAAP or OCBOA. For 
example, a governmental agency may require a state- 
ment of gross income and certain expenses of an 
entity’s real estate operation in which income and 
expenses are measured in conformity with GAAP but 
expenses are defined to exclude certain items such 
as interest, depreciation, and income taxes. Such a 
statement may also present the excess of gross 
income over defined expenses. Also, a buy-sell agree- 
ment may specify a statement of gross assets and lia- 
bilities of the entity measured in conformity with 
GAAP. but limited to the assets to be sold and lia- 
bilities to be transferred pursuant to the agreement. 

.112 When the accountant submits compiled 
or reviewed special-purpose financial statements 
prepared on a basis of accounting prescribed in a 
contractual agreement or regulatory provision that 
results in an incomplete presentation but one that 
is otherwise prepared in conformity with GAAP or 
OCBOA, the accountant’ report should be modi- 
fied to include an explanatory paragraph with the 
following information: 

e An explanation of what the financial statement 
is intended to present and a reference to the note 
to the special-purpose financial statement that 
describes the basis of presentation. 

¢ If the basis of presentation is in conformity 
with GAAP or OCBOA, a statement that the pres- 
entation is not intended to be a complete presen- 
tation of the entity’ assets, liabilities, revenues, and 
expenses. 

¢ A separate paragraph at the end of the report 
stating that the report is intended solely for the infor- 
mation and use of those within the entity, the parties 
to the contract or agreement, the regulatory agency 
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with which the report is being filed, or those with 
whom the entity is negotiating directly, and is not 
intended to be and should not be used by anyone other 
than these specified parties. 

.113 The followings an illustrative example of a com- 
pilation report on special-purpose financial statements: 

1 (we) have compiled the accompanying 
statement of net assets sold of XYZ Company as 
of December 31, 20X1, in accordance with 
Statements on Standards for Accounting and 
Review Services issued by the American Institute 
of Certified Public Accountants. 

A compilation is limited to presenting in the 
form of financial statements information that is the 
representation of management (owners). I (we) 
have not audited or reviewed the accompanying 
statement and, accordingly, do not express an 
opinion or any other form of assurance on it. 

The accompanying statement was prepared 
for the purpose of presenting the net assets of XYZ 
Company sold to ABC Company pursuant to the 
purchase agreement described in Note A, and is 
not intended to be a complete presentation of XYZ 
Companys assets and liabilities. 

This report is intended solely for the infor- 
mation and use of [the specified parties]'* and is 
not intended to be and should not be used by 
anyone other than these specified parties. 

.114 The following is an illustrative example of a 
review report on special-purpose financial statements: 

I (we) have reviewed the accompanying 
statement of gross income and direct operating 
expenses of XYZ Company for the year ended 
December 31, 20X1, 
Statements on Standards for Accounting and 
Review Services issued by the American Institute 
of Certified Public Accountants. All information 
included in this statement is the representation of 
management (owners) of XYZ Company. 

A review consists principally of inquiries of 
company personnel and analytical procedures 
applied to financial data. It is substantially less in 
scope than an audit in accordance with generally 
accepted auditing standards, the objective of which 
is the expression of an opinion regarding the finan- 
cial statements taken as a whole. Accordingly, I 
(we) do not express such an opinion. 

The accompanying statement was prepared for 
the purpose of presenting gross income and direct 
operating expenses of XYZ Company pursuant.to 
the regulatory provision described in Note A, and 
is not intended to be a complete presentation of 
XYZ Company’ income and expenses. 

Based on my (our) review, I am (we are) not 
aware of any material modifications that should 
be made to the accompanying statement of gross 
income and direct operating expenses in order for 
it to be in conformity with generally accepted 
accounting principles. 

This report is intended solely for the infor- 
mation and use of [the specified parties]”° and is not 


18. The report may list the specified parties or refer the reader to the 
specified parties listed elsewhere in the report. 
19. The report may list the specified parties or refer the reader to the 
specified parties listed elsewhere in the report. 


in accordance with - 


intended to be and should not be used by anyone 
other than these specified parties. 


Financial Statements Prepared on a Basis of 
Accounting Prescribed in an Agreement That Results 
in a Presentation That Is Not in Conformity With 
GAAP or an OCBOA 


.115 An entity may engage an accountant to com- 
pile or review a special-purpose financial statement 
prepared in conformity with a basis of accounting that 
departs from GAAP or an OCBOA. A loan agreement, 
for example, may require the borrower to prepare 
consolidated financial statements in which assets, 
such as inventory, are presented ona basis that is not 
in conformity with GAAP or an OCBOA. Also, an 
acquisition agreement may require the financial state- 
ments of the entity being acquired (or a segment of 
it) to be prepared in conformity with GAAP except 
for certain assets, such as receivables, inventories, and 
properties for which a valuation basis is specified in 
the agreement. 

.116 Financial statements prepared under a basis 
of accounting as discussed above are not considered 
to be prepared in conformity with an OCBOA 
because the criteria used to prepare such financial 
statements do not meet the requirement of being 
“criteria having substantial support,” even though 
the criteria are definite. 

-117 When the accountant submits compiled or 
reviewed special-purpose financial statements pre- 
pared on a basis of accounting prescribed in an agree- 
ment that results in a presentation that is not in 
conformity with GAAP or OCBOA, the accountant’s 
report should be modified to include an explanato- 
ry paragraph with the following information: 
¢ An explanation of what the presentation is intend- 
ed to present and a reference to the note to the spe- 
cial-purpose financial statements that describes the 
basis of presentation. 
¢ A statement that the financial statement is not intend- 
ed to be a presentation in conformity with GAAP or 
an OCBOA. 
¢ A description and the source of significant interpre- 
tations, if any, made by the Company's management 
relating to the provisions of a relevant agreement. 
¢ A separate paragraph at the end of the report stat- 
ing that the report is intended solely for the informa- 
tion and use of those within the entity, the parties to 
the contract or agreement, the regulatory agency with 
which the report is being filed, or those with whom 
the entity is negotiating directly, and is not intended 
to be and should not be used by anyone other than 
these specified parties. For example, if the financial 
statements have been prepared for the specified pur- 
pose of obtaining bank financing, the reports use 
should be restricted to the various banks with whom 
the entity is negotiating the proposed financing. 

.118 The following is an illustrative example of 
a compilation report on special-purpose financial 
statements: 

I (we) have compiled the special-purpose 
statement of assets and liabilities of XYZ Company 
as of December 31, 20X1, and the related special- 
purpose statements of revenue and expenses and 


of cash flows for the year then ended in accordance 
with Statements on Standards for Accounting and 
Review Services issued by the American Institute 
of Certified Public Accountants. 

A compilation is limited to presenting in the 
form of financial statements information that is the 
representation of management (owners). I (we) 
have not audited or reviewed the accompanying 
statement and, accordingly, do not express an opin- 
ion or any other form of assurance on it. 

The accompanying special-purpose financial 
statements were prepared for the purpose of com- 
plying with the acquisition agreement between 
ABC Company and XYZ Company as discussed 
in Note A, and are not intended to be a presenta- 
tion in conformity with generally accepted 
accounting principles. 

This report is intended solely for the informa- 
tion and use of [the specified parties]*° and is not 
intended to be and should not be used by anyone 
other than these specified parties. 

.119 The following is an illustrative example of a 
review report on special-purpose financial statements: 

I (we) have reviewed the accompanying 
special-purpose statement of assets and liabilities 
of XYZ Company as of December 31, 20X1 and 
the related special-purpose statements of revenue 
and expenses and of cash flows for the year then 
ended in accordance with Statements on 
Standards for Accounting and Review Services 
issued by the American Institute of Certified Public 
Accountants. All information included in these 
financial statements is the representation of man- 
agement (owners) of XYZ Company. 

A review consists principally of inquiries of 
company personnel and analytical procedures 
applied to financial data. It is substantially less in 
scope than an audit in accordance with generally 
accepted auditing standards, the objective of which 
is the expression of an opinion regarding the finan- 
cial statements taken as a whole. Accordingly, 1 
(we) do not express such an opinion. 

The accompanying special-purpose financial 
statements were prepared for the purpose of 
complying with Section 4 of a loan agreement 
between DEF Bank and the Company as dis- 
cussed in Note A, and are not intended to be a 
presentation in conformity with generally 
accepted accounting principles. 

Based on my (our) review, I am (we are) not 
aware of any material modifications that should 
be made to the accompanying special-purpose 
financial statements in order for them to be in 
conformity with the basis of accounting 
described in Note A. 

This report is intended solely for the infor- 
mation and use of the [specified parties]? and 
should not be used by used by anyone other than 
these specified parties. 


[Issue Date: December 2006.] 


= ee eee ee ene 
20. The report may list the specified parties or refer the reader to the 
specified parties listed elsewhere in the report. 
21. The report may list the specified parties or refer the reader to the 
specified parties listed elsewhere in the report. 
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turn knowledge into value for the benefit of our clients, our people, and the capital markets. With KPMG, there’s almost no 
limit to what you can achieve in your career through determination, talent and your personal drive to excel. Build your career 
at KPMG. Join the company that’s as interested in your career as you are. 


Visit www.kpmgcareers.com 


Experience Skills Networks Character Wealth Communities Life KPMG. 
AUDIT = TAX = ADVISORY 





e Direct access to 
qualified employees 


e Post, edit and delete 
job postings at your 
convenience 

e Prescreen potential 
applicants until you 
find your ideal CPA 


e Open 24/7! 


These want you. You want these. www,cpa2biz.com/careers 





= 
) 
3 
Val 
> 
Wy 
2 
° 
cc) 
~ 
wy 
wv 
a 
ims 
4 
5 
1 
wi 
i} 
= 
= 
= 
~ 
a 
re} 
a. 
2 
fo) 
Me 
wv 
v 
=) 
© 
1S ] 
i) 
aT 
} 
= 
sd 
5 
oe 





Financial Training 
Delivered Right to 
Your Door 


The benefits of being a learning organization are 
enormous. With the right training for your staff, 
you can increase productivity, inspire creativity 
and improve recruiting and retention. 


And where better to train them than the 
comfort of your own offices? 

AICPA Learning offers quality, cost-effective | asi 

on-site training for your professional staff. Auditing, ffm) —_(etburea maim ee amtate 
tax, leadership, IT, Internal Controls, Ethics and Gf 
more — with the wide array of course offerings, 
you are sure to find exactly what you need. 





How you will benefit: 


e No lost travel time and expenses for staff e Employee/instructor interaction 

e Focused presentation for your company e Convenient schedules : 
¢ Confidential learning environment ¢ Reinforced learning with workbooks and 
e Flexible pricing options follow-up reading : 
e Discounts on large group seminars e Experience and expertise of the AICPA | 
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call 1-800-634-6780 Option 1 or 
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Accounting, internal audit, IT audit, finance, con- 
sulting and tax positions nationwide. All states, all lev- 
els, Big 4 and Fortune 500 client companies. Confi- 
dentiality assured. donmay @alliedsearchinc.com 


Tenure-track accounting faculty position at Univer- 
sity of Wisconsin-Stevens Point. See: http://www. 
uwsp.edu/equity/positions/Positions%2006- 
07/07-52F07.htm 


Management Accountant — Perform duties in ac- 
counting and financial analysis. Prepare balance 
sheet and profit and loss statements with MYOB, In- 
fopillar, Peachtree and Paragon. Project revenues 
and expenditures with statistical tools including re- 
gression and variance analysis. Required: Bachelor's 
degree in Accounting, Business Administration with 
courses in accounting or foreign equivalent. Multi- 
source education for equivalent is acceptable. 40 
hours/week. Job/interview site: Los Angeles, Califor- 
nia. Send resume to: Morex Enterprises Inc., 1442 
East Washington Boulevard, Los Angeles, CA 
90021. 


Keiser University Graduate Faculty in Business. 
Graduate faculty members are being sought in the 
academic disciplines of Managerial Economics, Inter- 
national Business, Management, Accounting as well 
as Marketing. An earned D.B.A. or Ph.D. in Business 
with a related discipline from a regionally accredited 
institution is required. While young scholars will be 
considered, favored candidates will have had previous 
teaching experience, preferably at the graduate level. 
A strong and recent record of presentations, research 
activities, and publications is required. Continued 
scholarly activity is expected. The institution is offering 
a competitive salary and benefit package. Resumes 
with cover letter and other supporting documentation 
should be sent to: Lawrence Wang, Ph.D. at 
lwang @keisercollege.edu EOE. 


Revenue Manager — Review revenue contracts and 
provide recognition guidance to sales organization. Pre- 
pare and review repoits for senior management. Re- 
sponsible for month end close activates, train and man- 
age revenue analysts and work with other teams. 
Requirements: MS (or foreign equivalent) in accounting 
or related field. Need to have CPA license in California. 
Send cover letter, transcripts, and resume to: Recruit- 
ment Programs Manager, TIBCO Software, Inc., 3307 
Hillview Ave., Palo Alto, CA 94304. Ref #SEMEE/0207 


Auditor, Internal (Mahwah, New Jersey) to conduct 
financial operation audits to verify accuracy of internal 
financial records of U.S.-based Japanese corporation; 
review financial statements and quarterly reports pre- 
pared in Japanese and English; create risk assess- 
ment and audit plans focused on internal controls; re- 
view business management and accounting 
procedures; review financial transactions for compli- 
ance with U.S. GAAP and SEC regulations; oversee 
preparation of accounting and financial reports, in- 
cluding consolidated statements prepared for U.S.- 
based Japanese corporation and Japanese parent 
company. Bachelors in Accounting or Business Ad- 
ministration, five years experience and Japanese flu- 
ency required. Mail resume to: D&M Holdings US, 
Inc., 100 Corporate Drive, Mahwah, NJ 07430, 
Attn: Dom Golio (Mr.). 
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Controller — Large Middlesex County subcontractor 
seeks experienced financial, operations and office 
manager. Working knowledge of contracts, insurance, 
taxes, cash flow, job cost, Excel and payroll required. 
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Bachelors or foreign equivalent. Finance or related 
field and related experience. Resume: Skylink Trav- 
els Inc., 980 Avenue of the Americas, Suite 401, 
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Director of Finance — Miami, Florida. Masters degree 
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AICPA 


The AICPA’s 
CPA Career Center 


These want you. 


NS 


e Direct access to qualified 
employees 


e Post, edit and delete 
job postings at your 
convenience 


e Prescreen potential 
applicants until you find 
your ideal CPA 
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You want these. 


www.cpa2biz.com/careers 





Telephones: (800) 237-9851 
(727) 443-7666 
Fax (727) 445-9380 
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THE LAST WORD 


KEVIN COOK 


Finance Director, Mercy Ship Anastasis 


Ghana, West Africa 


I’m the ship’s finance director. My job is to make sure we 
have cash available in the field to meet the needs of the ship’s 
ministries and its operating expenses. As a charitable organ- 
ization, Mercy Ships must be able to demonstrate that we’re 
putting as much as possible of our donors’ contributions into 
our programs rather than into the operations of the ship. 


My primary job on the Anastasis is to serve the 320-per- 
son crew that’s here to help the people of Africa. We get in- 
volved in a lot of different programs, primarily medical, but 
also construction and well-drilling projects, and ministries in- 
volving local orphanages and prisons. My wife is involved with 
a team that teaches poor women how to support their fami- 
lies by growing and selling mushrooms. 


In addition to my regular job | signed on as a member of 
the transport team. | had a young boy who came in with a 
cataract; I carried him down from the operating room to the 
ward after surgery and later took the bandage off his eye. He 
was able to see—he was so excited. You can’t help but get 





excited, too, when you witness people who have 
their sight for the first time in a long time—or 
maybe the first time ever. That compensation 
is far greater than anything I ever received in 
industry. 


| started in public practice and then became 
controller of a private manufacturing company 
in New England. I later became the CFO. I then 
was director of accounting for a large law firm 
until I went into full-time mission work with 
Mercy Ships in August 2004. 


| wasn’t really sure what CPAs could do in 
mission work. | thought I would be relegated 
to the United States and would not get out into 
the field. A friend of ours was a plumber with 
the same questions when he joined Mercy 
Ships. So I inquired, and found they needed 
help in the finance area in several locations, in- 
cluding West Africa. We’re here in Ghana 
through the end of February. Then we’re off to 
Liberia until November 2007 when the ship 
goes into dry dock. In early 2008 we're heading 
to Sierra Leone. 


All the Mercy Ships people in the field are 
volunteers. We come from a variety of backgrounds—doc- 
tors, dentists, engineers, IT professionals, plumbers, electri- 
cians and even a hair stylist. In the Mercy Ships organization 
(www.mercyships.org) the staff and crew members pay the 
organization a fee to offset the cost of our food and cabin space 
on board. We receive support from churches, family and 
friends to help with our crew fees each month. 


There’s a tremendous need out here for finance people. 
People perform a variety of roles and stay anywhere from two 
weeks to several years. I have accounting positions available; 
if someone wants to come and work for six months, I would 
be tremendously happy—thrilled—to have an experienced 
person help. 


—As told to Matthew G. Lamoreaux 


Editor’s note: Cook has been an AICPA member since 1977. 
His membership status is inactive while he serves in a volunteer 
capacity overseas. 
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PHOTOGRAPH BY PATTI COOK 


Introducing Accounting Relief AC* 





The new class of Accountant-Centric system that puts you back in 


full control of client accounting. 


Accounting Relief AC lets you and your clients 
work together using the same fully unified web- 
based system, with you being in the full command 
of the entire process. And that changes the entire 
paradigm of client accounting. 


The tail no longer wags the dog. 
¢ Client errors are greatly reduced. 


¢ Cumbersome file transfers are 
completely eliminated. 


° Data entry is reduced to a minimum. 


¢ Data loss due to hard disk crashes 
and viruses becomes a thing of 
the past. 


e And your productivity soars to 
new heights. 
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Off-the-shelf client G/L systems had put accounting 
on its head. Accounting Relief AC puts it back on its 
feet. With a comprehensive write-up and trial 
balance system at its core, Accounting Relief AC also 
includes a fully customizable bookkeeping system for 
your clients. With the ability to give clients access to 
only the functions they can comfortably perform 
—from entering cash receipts/disbursements and 
printing checks, to completing all bookkeeping tasks 
—you regain the full control over client accounting. 
Accounting Relief AC gives you more time to better 
service your clients and expand your practice. 


Exceptional Value: For just $995 you get a 
complete write-up and trial balance system 
with unlimited client licenses for bookkeeping. 


“My frustration had been that my write-up and trial balance work was driven by the 
demands of the accounting systems used by my clients. Accounting Relief puts me 
back in control. Now | can do my accounting engagements more efficiently than ever.” 


- Elbert T. Chester, CPA, Briarwood, NY 


Get your free trial of Accounting Relief AC today. 
Call 888-999-1366 or visit www.AccountantsWorld.com/arac 
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Time to advance your practice. 
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THE LOCKHART GUARANTEE 








You risk nothing! Everything you order, including | 


| design fees and custom imprinted work, is guaranteed 
to satisfy you, or return it, at our expense, for an 











ERTIFIED PUBLIC ACCOUNTANTS 





Show me how to increase the perceived (and billable) value of my work. 
Please send me personalized samples of Lockhart’s NEW Platinum 
Presentation Collection and Special Offer details. 

Firm Name 

Attention 

Address 


Telephone ( 


